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DEPARTMENT  OF  ENERGY 
Economic  Regulatory  Administration 
10CFR  Part  211 
[Docket  No.  ERA-R-80-23] 

Obtaining  Crude  Oil  for  the  Strategic 
Petroleum  Reserve  by  Exchange  of 
Naval  Petroleum  Reserves  Crude  Oil 
and  Other  Means 

agency:  Economic  Regulatory 
Administration,  Department  of  Energy. 
action:  Notice  of  proposed  rulemaking 
and  public  hearing. 

SUMMARY:  The  Economic  Regulatory 
Administration  (ERA)  of  the  Department 
of  Energy  (DOE)  is  proposing  alternative 
amendments  to  the  Mandatory 
Petroleum  Allocation  Regulations,  10 
CFR  Part  211,  to  establish  procedures  for 
obtaining  crude  oil  for  storage  in  the 
Strategic  Petroleum  Reserve  (SPR)  by 
exchange  of  Naval  Petroleum  Reserves 
(NPR)  crude  oil  and  other  means.  The 
first  alternative  proposal  would 
establish  a  new  provision  in  the 
allocation  regulations  authorizing  DOE 
to  require  the  fifteen  so-called  major 
refiners  and  other  refiners  with  refining 
capacities  in  excess  of  175,000  barrels 
per  day  to  supply  crude  oil  for  storage  in 
the  SPR  in  exchange  for  NPR  crude  oil. 
This  proposal  also  would  authorize  DOE 
to  compensate  the  refiner  delivering  oil 
to  the  SPR  in  cash. 

The  second  proposal  would  amend 
the  current  crude  oil  Buy/Sell  Program 
regulations  to  add  the  United  States 
Government  to  the  Buy/Sell  List  as  a 
buyer  of  crude  oil  to  be  stored  in  the 
SPR,  thereby  increasing  the  total  sales 
obligations  of  the  refiner-sellers  for  an 
allocation  period.  Each  refiner-seller 
would  have  the  option  of  discharging  its 
sales  obligation  by  a  sale  to  the  SPR 
only,  to  small  refiners  only,  or  to  both. 
Under  this  alternative  DOE  would  elect 
to  compensate  a  refiner-seller  delivering 
oil  to  the  SPR  by  exchanging  a  quantity 
of  NPR  oil  or  by  making  a  cash  payment 
to  the  refiner-seller.  Additional 
provisions  relating  to  these  general 
alternatives  are  also  proposed. 

DATES:  Written  comments  are  due  by 
September  15, 1980,  4:30  p.m.  Hearing 
Dates:  Los  Angeles  hearing,  August  27, 
1980;  Washington,  D.C.  hearing, 
September  4, 1980.  Requests  to  speak  by 
4:30  p.m.,  August  20, 1980,  for  the  Los 
Angeles  hearing;  August  28, 1980,  for  the 
Washington,  D.C.  hearing. 
addresses:  Requests  to  speak  at  the 
Washington,  D.C.  hearing,  and  all 
comments  should  be  sent  to  Office  of 
Public  Hearing  Management,  Economic 


Regulatory  Administration,  Room  B210, 
Docket  No.  ERA-R-80-23,  2000  M  Street, 
N.W.,  Washington,  D.C.  20461.  Requests 
to  speak  at  the  Los  Angeles  hearing 
should  be  sent  to  Department  of  Energy. 
Region  IX,  Attn:  Carey  Osborn,  333 
Market  Street,  San  Francisco,  California 
94111,  (415)  764-7029. 

HEARING  LOCATIONS:  Washington,  D.C. 
hearing:  Room  2105,  2000  M  Street, 

N.W.,  Washington,  D.C.  Los  Angeles 
hearing:  Room  207,  Los  Angeles 
Convention  Center,  1201  Figuero,  Los 
Angeles,  California. 

FOR  FURTHER  INFORMATION  CONTACT: 
Cynthia  Ford  (Hearing  Procedures), 
Economic  Regulatory  Administration,  „ 
Room  B210,  2000  M  Street  NW„ 
Washington,  D.C.  20461,  (202)  653- 
3971 

William  Webb  (Office  of  Public 
Information),  Economic  Regulatory 
Administration,  Room  B110,  2000  M 
Street  NW.,  Washington,  D.C.  20461 
(202)  653-4055 

Josette  Maxwell  (Office  of  Regulations 
and  Emergency  Planning),  Economic 
Regulatory  Administration,  Room 
7202D,  2000  M  Street  NW., 

Washington,  D.C.  20461  (202)  653-3256 
Robert  G.  Bidwell,  Jr.  (Office  of 
Petroleum  Operations),  Economic 
Regulatory  Administration,  Room 
6128,  2000  M  Street  NW.,  Washington, 
D.C.  20461  (202)  653-3459 
Harry  A.  Jones  (Strategic  Petroleum 
Reserve  Office),  Room  410, 1726  M 
Street  NW.,  Washington,  D.C.  20461 
(202)  634-5510 

Craig  S.  Bamberger  (Office  of  General 
Counsel — Strategic  Petroleum 
Reserve),  Department  of  Energy, 

Room  5E-064, 1000  Independence 
Avenue  SW.,  Washington,  D.C.  20585 
(202)  252-2900 

Samuel  M.  Bradley  or  Jeffrey  D. 

Stoermer  (Office  of  General  Counsel — 
Petroleum  Regulations),  Department 
of  Energy,  Room  6A-127, 1000 
Independence  Avenue  SW., 
Washington,  D.C.  20585  (202)  252-6754 
or  252-6911 

Peter  M.  Frank  (Office  of  General 
Counsel — Naval  Petroleum  Reserve), 
Department  of  Energy,  Room  6447, 

12th  and  Pennsylvania  Avenue  NW., 
Washington,  D.C.  20461  (202)  633-8683 
SUPPLEMENTARY  INFORMATION: 

I.  Background 

A.  Strategic  Petroleum  Reserve 

B.  Naval  Petroleum  Reserves 

C.  Use  of  Naval  Petroleum  Reserves  Crude 
Oil  in  the  Strategic  Petroleum  Reserve 

II.  Alternative  Proposed  Amendments 

A.  Alternative  Proposal  No.  1:  Allocation  of 
Crude  Oil  For  the  Strategic  Petroleum 
Reserve  Through  Exchange  of  Naval 
Petroleum  Reserves  Crude  Oil  or 
Regulated  Sale 


B.  Alternative  Proposal  No.  2:  Adding  the 
Strategic  Petroleum  Reserve  as  a  Buyer 
to  the  Buy /Sell  List 

C.  Exchange  Ratio  for  Naval  Petroleum 
Reserves  Crude  Oil 

III.  Proposed  Special  Temporary  Relief  for 

Small  Refiners  Dependent  on  Naval 
Petroleum  Reserves  Oil 

IV.  The  Entitlements  Program 

V.  Request  for  Additional  Comments 

A.  Delivery  of  Naval  Petroleum  Reserves 
Crude  Oil  to  Participating  Refiners 

B.  Legal  Issues 

VI.  Written  Comment  and  Public  Hearing 

Procedures 

A.  Written  Comments 

B.  Public  Hearings 

VII.  Procedural  Requirements 

I.  Background 

A.  Strategic  Petroleum  Reserve 

The  Energy  Policy  and  Conservation 
Act  (EPCA),  Pub.  L.  94-163,  42  U.S.C. 
section  6231  et  seq.,  signed  into  law  on 
December  22, 1975,  authorized  the 
creation  of  the  SPR.  The  objective  of  the 
SPR  is  to  provide  for  the  storage  of 
substantial  quantities  of  petroleum  in 
order  to  diminish  U.S.  vulnerability  to 
the  effects  of  a  severe  energy  supply 
interruption,  and  to  permit  the  U.S.  to 
carry  out  its  obligations  under  the 
Agreement  on  an  International  Energy 
Program. 

An  SPR  Plan,  which  includes  detailed 
proposals  for  development  of  the  SPR, 
was  transmitted  to  the  Congress  as 
Energy  Action  No.  10  on  February  16, 
1977,  and  became  effective  on  April  18, 
1977.  Subsequently,  to  accelerate  the 
development  schedule,  Plan  Amendment 
No.  1  was  transmitted  to  the  Congress 
by  the  Federal  Energy  Administration 
(FEA),  a  predecessor  agency  of  the 
Department  of  Energy,  as  Energy  Action 
No.  12  on  May  25, 1977,  and  became 
effective  on  June  20, 1977.  Plan 
Amendment  No.  2,  which  authorized 
expansion  of  the  SPR  to  one  billion 
barrels,  was  transmitted  to  the  Congress 
by  the  DOE  as  Energy  Action  DOE  No.  2 
on  May  18, 1978,  and  became  effective 
on  June  13, 1978.  Plan  AmendmenfNo.  3, 
setting  forth  the  method  of  withdrawal 
and  distribution  of  the  SPR  oil,  was 
transmitted  to  the  Congress  as  Energy 
Action  DOE  No.  5  on  October  21, 1979, 
and  became  effective  on  November  15, 
1979. 

The  SPR’s  storage  facilities  are  being 
developed  and  filled  in  three  phases. 
Phase  I  involves  the  construction  of 
facilities  to  utilize  existing  storage 
capacity  of  approximately  248  million 
barrels  (MMB)  at  five  salt  dome  sites 
located  in  the  Gulf  Coast  areas  of 
Louisiana  and  Texas.  Phase  I 
construction  is  now  essentially 
complete.  Phase  II  construction  goals 
include  the  expansion  of  the  storage 
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capacities  at  the  Bryan  Mound,  Texas, 
and  West  Hackberry  and  Bayou 
Choctaw,  Louisiana,  sites  by  a  total  of 
290  MMB.  This  expansion,  which  is  still 
under  development,  will  create  new 
caverns  through  the  process  of  solution 
mining  ("leaching”).  The  new  leached 
caverns  will  result  in  an  additional  160 
MMB  of  capacity  at  West  Hackberry 
and  an  additional  120  MMB  of  capacity 
at  Bryan  Mound;  an  existing  10  MMB 
cavern  will  be  acquired  at  Bayou 
Choctaw.  Facilities  installed  at  the  West 
Hackberry  and  Bryan  Mound  sites 
during  Phase  I  will  be  modified  and  used 
for  the  solution  mining  of  the  additional 
underground  storage  capacity.  Phase  III, 
which  currently  is  unfunded,  will 
involve  development  of  additional 
storage  capacity  of  approximately  200 
MMB,  although  the  sites  to  be  developed 
have  not  yet  been  selected. 

DOE  began  filling  the  SPR  storage 
facilities  in  1977.  Some  91.7  MMB  of 
crude  oil  now  are  stored  at  three  SPR 
sites:  West  Hackberry  (2.9  MMB  of 
sweet  crude  oil  and  27.0  MMB  of  sour 
crude  oil);  Bayou  Choctaw  (28.5  MMB  of 
sour  crude  oil);  and  Bryan  Mound  (31.8 
MMB  of  sweet  crude  oil).  Another  1.5 
MMB  are  in  pipelines  or  terminals.  By 
the  end  of  September  1979,  the  SPR  had 
an  operational  capability  to  withdraw 
oil  from  these  three  sites  for  distribution 
at  a  rate  of  approximately  one  million 
barrels  per  day  (MMB/D).  Upon  the 
complete  filling  of  the  storage  capacity 
developed  in  Phases  I  and  II,  the 
withdrawal  (“drawdown”)  and 
distribution  capability  at  the  five  SPR 
storage  sites  will  increase  to  about  3.5 
MMB/D. 

Amendment  No.  1  to  the  SPR  Plan 
called  for  storage  of  500  MMB  by 
December  22, 1980.  Oil  acquisition  for 
the  SPR  was  suspended  in  1979, 
however,  to  avoid  placing  excessive 
upward  pressures  on  oil  prices  or 
disrupting  domestic  crude  oil  supply 
availability  in  a  period  of  unstable 
world  oil  market  conditions. 
Consequently,  the  SPR’s  current  crude 
oil  inventory  would  serve  only  as  a 
limited  response  to  a  near  term  supply 
interruption. 

Congressional  concern  that  the 
amount  of  crude  oil  currently  stored  in 
the  SPR  is  inadequate  was  recently 
expressed  in  Title  VIII  of  the  Energy 
Security  Act  (ESA),  Public  Law  96-294 
(June  30, 1980).  Section  801  of  the  ESA 
amended  section  160  of  the  EPCA  by 
directing  the  President  to  immediately 
undertake  and  continue  crude  oil 
acquisition,  transportation,  and  oil 
injection  activities  at  a  level  sufficient  to 
assure  that  crude  oil  storage  in  the  SPR 
will  be  increased  at  a  minimum  average 


rate  of  at  least  100,000  B/D  beginning  in 
fiscal  year  1981.  No  further  amendment 
to  the  SPR  Plan  is  necessary  to 
implement  this  mandated  resumption  of 
fill  of  the  SPR,  regardless  of  the  type  or 
source  (foreign  or  domestic)  of  oil 
acquired  for  storage.  This  requirement  to 
fill  the  SPR  will  cease  when  the  storage 
level  reaches  the  amount  set  forth  in  the 
SPR  Plan.  That  level,  which  presently  is 
set  by  the  terms  of  the  SPR  Plan  at  one 
billion  barrels,  may  be  changed  by  an 
amendment  to  the  plan  in  accordance 
with  the  procedures  of  the  EPCA. 

B.  Naval  Petroleum  Reserves 

The  Naval  Petroleum  Reserves  (NPR) 
were  established  by  executive  order 
between  1912  and  1924.  There  are  three 
Reserves  which  currently  produce  crude 
oil:  Elk  Hills  and  Buena  Vista,  both  in 
Kern  County,  California,  and  Teapot 
Dome,  Natrona  County,  Wyoming.  The 
Elk  Hills  Reserve  is  by  far  the  largest, 
with  proven  reserves  in  excess  of  one 
billion  barrels  of  crude  oil.  Until  1976  the 
Reserves  were  used  almost  exclusively 
for  Department  of  Defense  activities. 
Production  from  the  Reserves,  with  the 
exception  of  a  brief  period  during  World 
War  II,  was  minimal,  being  limited  to 
that  necessary  to  test,  conserve,  and 
maintain  the  fields.  Production  was 
temporarily  increased,  pursuant  to  a 
Congressional  joint  resolution,  to  65,000 
barrels  per  day  (B/D)  for  a  limited 
period  in  1944-1945  for  the  purpose  of 
meeting  crucial  petroleum  needs  for  our 
war  effort. 

Upon  passage  of  the  Naval  Petroleum 
Reserves  Production  Act  of  1976  (NPR 
Act),  Pub.  L.  94-258  (10  U.S.C.  section 
7420  et  seq.),  the  NPR  was  required  to 
produce  crude  oil  at  the  maximum 
efficient  rate  for  at  last  six  years  (until 
April  5, 1982)  at  these  three  locations.  By 
following  this  Congressional 
requirement,  the  Federal  Government's 
share  of  production  from  the  NPR  has 
increased  to  approximately  132,000  B/D. 

The  largest  portion  of  the  NPR 
production,  at  the  Elk  Hills  Reserve,  has 
been  sold  by  the  Government  through 
competitive  bidding  since  1976.  Most  of 
this  production  is  currently  marketed 
and  refined  on  the  West  Coast.  For  the 
current  contract  period,  February  1  to 
August  1, 1980,  the  Elk  Hills  crude  oil 
was  sold  to  ten  "small”  refiners,1  five 
other  refiners,  and  three  trading 
companies. 

It  is  estimated  that  from  99,000- 
132,000  B/D  will  be  available  from  the 
NPR  for  filling  the  SPR.  The  variance  is 


1  For  purposes  of  NPR  sales  contracts,  a  “small" 
refiner  is  one  which  has  a  refining  capacity  of  45.000 
B/D  or  less.  Under  the  EPAA,  however,  a  “small” 
refiner  is  one  which  has  a  refining  capacity  of 
175,000  B/D  or  less. 


due  to  the  possibility  that,  pursuant  to 
the  NPR  Act,  DOE  may  continue  to  set 
aside  25  percent  of  the  Government’s 
share  of  NPR  production  for  purchase  by 
small  refiners  (those  without  adequate 
sources  of  crude  oil  and  whose 
refineries  have  a  refining  capacity  of 
under  45,000  B/D). 

C.  Use  of  NPR  Crude  Oil  in  the  Strategic 
Petroleum  Reserve 

The  SPR  Plan  originally  concluded 
that  use  of  NPR  oil  to  fill  the  SPR  would 
not  offer  advantages  over  the 
competitive  procurement  of  imported 
and  domestic  oil.  At  that  time  it  was 
anticipated  that  sufficient  crude  oil  for 
the  SPR  could  be  most  efficiently 
obtained  through  competitive 
procurement.  Today,  however, 
considering  the  uncertain  world  crude 
oil  market  and  the  rapid  escalation  of 
world  oil  prices,  the  expenses  and 
administrative  complexities  of  utilizing 
the  NPR  oil  for  the  SPR  are  less 
significant  when  compared  to  the 
current  costs  of  competitively  procuring 
imported  crude  oil.  In  addition,  the 
Federal  Government’s  share  of  NPR  oil 
could  now  provide,  in  this  period  of 
uncertain  and  increasingly  expensive 
crude  oil  supplies,  an  assured  and 
continuous  source  of  crude  oil  for  a  large 
portion  of  the  SPR  fill  requirements. 

The  statutory  basis  for  use  of  NPR  oil 
for  filling  the  SPR,  either  by  means  of 
direct  transportation  and  storage  or 
through  exchange,  is  contained  in  the 
EPCA,  as  amended  by  the  ESA,  and  the 
NPR  Act,  also  amended  by  the  ESA. 

Section  160(aJ  of  the  EPCA  as 
originally  enacted  provided  in  part  as 
follows: 

The  Secretary  is  authorized,  for  the 
purposes  of  implementing  the  Strategic 
Petroleum  Reserve  Plan  *  *  *  to  place  in 
storage,  transport,  or  exchange  (1)  crude  oil 
produced  from  Federal  lands,  including  crude 
oil  produced  from  the  Naval  Petroleum 
Reserves  to  the  extent  that  such  production  is 
authorized  by  law.  *  *  * 

Section  802  of  the  ESA  added  a  new 
subsection  (d)  to  section  160  of  the 
EPCA  requiring  that  unless  the  SPR 
storage  activities  are  maintained  at  an 
average  rate  of  100,000  B/D,  the 
Government  may  not  sell  or  otherwise 
dispose  of  its  share  of  crude  oil  from  the 
Elk  Hills  Reserve  except  to  fill  the  SPR 
directly  or  by  exchange  for  other  oil, 
with  certain  specified  exceptions.  The 
exceptions  are:  (1)  amounts  of 
production  set  aside  for  small  refiners  as 
provided  under  the  existing  provisions 
of  the  NPR  Act  (10  U.S.C.  7430(d)),  (2) 
minimal  amounts  necessary  for 
reservoir  protection,  and  (3)  production 
for  national  defense  requirements  under 
the  NPR  Act  (10  U.S.C.  7422(b)(2)), 
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limited  to  a  period  of  no  more  than  nine 
months.  Additionally,  the  ESA  further 
provides  that  the  President  would  be 
relieved  of  these  requirements  to 
continue  storage  of  oil  in  the  SPR  and  to 
use  NPR  oil  for  purposes  of  SPR  storage, 
during  certain  emergency  situations. 

First,  a  temporary  exemption  from  these 
requirements  is  provided  in  the  event  of 
a  drawdown  of  the  SPR,  as  permitted 
under  section  161  of  the  EPCA.  Second, 
the  President  is  given  discretion  to 
request  an  exemption  from  the  fill 
requirements  if  he  finds  that  compliance 
with  those  requirements  significantly 
*  impairs  the  ability  of  the  United  States 
to  respond  to  a  severe  energy  supply 
interruption  or  to  meet  the  obligations  of 
the  United  States  under  the 
International  Energy  Program. 

Section  201(11)  of  the  NPR  Act,  10 
U.S.C.  7430(k),  as  amended  by  the  ESA, 
states  the  following  regarding  use  of 
NPR  oil  in  the  SPR: 

(k)(l)  With  respect  to  all  or  any  part  of  the 
United  States  share  of  petroleum  produced 
from  the  naval  petroleum  reserves,  the 
President  may  direct  that  the  Secretary — 

(a)  place  that  petroleum  in  the  Strategic 
Petroleum  reserve  as  authorized  by  sections 
151  through  166  of  the  Energy  Policy  and 
Conservation  Act  (42  U.S.C  6231-6246);  or 

(b)  exchange,  directly  or  indirectly,  that 
petroleum  for  other  petroleum  to  be  placed  in 
the  Strategic  Petroleum  Reserve  under  such 
terms  and  conditions  and  by  such  methods  as 
the  Secretary  determines  to  be  appropriate, 
without  regard  to  otherwise  applicable 
Federal  procurement  statutes  and  regulations. 

(2)  The  requirements  of  section  159  of  the 
Energy  Policy  and  Conservation  Act  (42 
U.S.C.  6239)  do  not  apply  to  actions  taken 
under  this  subsection. 

In  light  of  these  authorities  the  NPR 
crude  oil  may  be  used  to  fill  the  SPR  in 
two  ways:  (1)  direct  physical 
transportation  of  the  crude  oil 
production  from  the  NPR  sites  to  the 
SPR  sites,  or  (2)  exchange  of  the  NPR 
crude  oil  for  other  crude  oil  which  would 
be  delivered  to  the  SPR  sites. 

However,  the  first  option,  the  direct 
physical  transportation  of  NPR  oil  to  the 
SPR,  is  not  considered  viable  to  any 
substantial  degree  at  this  time.  Great 
difficulties  are  involved  in  the  direct 
transportation  of  NPR  crude  oil  form  Elk 
Hills,  California  (where  more  than  95% 
of  NPR  production  originates)  to  the  SPR 
storage  facilities  on  the  Gulf  Coast. 
Facilities  generally  do  not  exist  on  the 
West  Coast  to  accommodate  the 
shipment  of  substantial  quantities  of 
NPR  oil  to  docks  and  then  by  tanker  to 
the  Gulf  Coast.  There  also  is  inadequate 
common  carrier  pipeline  capacity  to 
handle  shipments  of  this  oil  to  the  Gulf 
Coast.  The  estimated  maximum  capacity 
of  existing  common  carrier  pipelines  to 
ship  from  Elk  Hills  to  the  Gulf  Coast  is 


34,000  barrels  a  day.  Even  though  there 
•  are  plans  to  expand  the  pipeline 
capacity  to  approximately  40,000  barrels 
a  day,  it  is  estimated  that  no  more  than 
20,000  barrels  a  day  of  excess  capacity 
could  be  available  for  shipment  of  NPR 
oil  to  the  Gulf  Coast,  and  that  use  of  the 
pipeline  for  shipping  NPR  oil  might 
require  displacing  other  shipments. 

The  second  option,  obtaining  crude  oil 
for  the  SPR  by  exchanging  NPR  crude 
oil,  therefore  is  the  more  practicable 
alternative.  The  Defense  Fuel  Supply 
Center  (DFSC)  of  the  Department  of 
Defense  is  preparing,  on  behalf  of  DOE, 
a  solicitation  for  competitively- 
conducted  exchanges  of  NPR  oil  for  oil 
be  delivered  to  the  SPR.  However, 
because  the  efforts  of  the  DFSC  may  not 
produce  satisfactory  offers  of  sufficient 
volumes  of  crude  oil,  we  have 
determined  that  an  amendment  to  the 
petroleum  allocation  regulations  is 
needed  to  authorize  DOE  to  provide  for 
the  exchange  of  NPR  crude  oil  to  assure 
the  filling  of  the  SPR  at  the  optimum 
rate. 

Statutory  support  for  requiring 
refiners  to  deliver  crude  oil  to  the  SPR  in 
exchange  for  NPR  crude  oil  is  contained 
in  the  Emergency  Petroleum  Allocation 
Act  of  1973  (EPAA),  Pub.  L.  93-159,  as 
amended,  15  U.S.C.  section  751  et  seq. 
The  President  has  the  authority  under 
the  EPAA  to  allocate  all  crude  oil  or 
refined  products  produced  in  or 
imported  into  the  United  States,  in 
specified  amounts  and  at  specified 
prices,  in  furtherance  of  the  EPAA 
objectives.  Section  4(b)(1)(F)  of  the 
EPAA  states  that  one  of  the  objectives 
of  the  EPAA  is  the  ‘‘equitable 
distribution  of  crude  oil,  residual  fuel  oil, 
and  refined  petroleum  products  at 
equitable  prices  .  .  .  among  all  users."  ' 
Permitting  the  SPR  to  receive  its 
equitable  share  of  U.S.  oil,  domestic  as 
well  as  imported,  serves  this  objective. 

As  discussed  above,  the  objective  of 
the  SPR  is  to  provide  for  the  storage  of 
substantial  quantities  of  petroleum  in 
order  to  diminish  the  United  States’ 
vulnerability  to  the  effects  of  a  severe 
supply  interruption.  Thus,  resumption  of 
filling  of  the  SPR  clearly  would  further 
the  EPAA  objective  of  protecting  public 
health,  safety  and  welfare,  and  the 
national  defense.  See  EPAA  section 
4(b)(1)(A). 

Further,  storage  in  the  SPR  of  crude  oil 
obtained  by  means  of  exchange  for  NPR 
crude  oil  would  assure  continued  filling 
of  the  SPR  during  a  period  of  uncertainty 
in  the  world  market,  while  avoiding 
pressures  on  world  oil  prices  which 
might  result  from  exclusive  reliance  on 
Government  purchases  of  crude  oil  for 
the  SPR  directly  in  the  world  market. 
Thus,  such  exchanges,  which  could 


mitigate  any  market  distortions  which 
might  result  from  competitive  bidding 
for  NPR  oil,  would  be  consistent  with 
the  objective,  recognized  both  in  EPAA 
section  4(b)(l)(I)  and  in  EPCA  section 
160(b)(4),  of  minimizing  the  impact  of 
Government  interference  on  market 
forces. 

II.  Alternative  Proposed  Amendments 

A.  Alternative  Proposal  No.  1: 
Allocation  of  Crude  Oil  for  the  Strategic 
Petroleum  Reserve  Through  Exchange  of 
Naval  Petroleum  Reserves  Crude  Oil  or 
Regulated  Sale 

1.  Refiners  required  to  supply  oil  to 
the  Strategic  Petroleum  Reserve 

2.  Determination  of  exchange/sale 
obligations 

3.  Methods  of  discharging  exchange/ 
sale  obligations 

4.  Credit  for  oil  supplied  to  the 
Strategic  Petroleum  Reserve  outside  the 
regulatory  program 

5.  Exchange  notices 

6.  Crude  oil  types  required  for  the 
Strategic  Petroleum  Reserve 

1.  Refiners  Required  To  Supply  Oil  to 
the  Strategic  Petroleum  Reserve 

This  proposed  amendment  would 
establish  a  new  section  211.68  in  Part 
211  to  require  specified  refiners  (termed 
‘‘exchange  partners”)  to  supply  crude  oil 
suitable  for  storage  in  the  SPR  in 
exchange  for  NPR  crude  oil.  As 
discussed  in  more  detail  below,  in  lieu 
of  delivering  NPR  crude  oil  to  an 
exchange  partner,  the  DOE  could  elect 
to  compensate  an  exchange  partner  in 
cash.  The  group  of  refiners  to  be 
designated  as  exchange  partners  would 
consist  of  the  fifteen  so-called  major 
integrated  refiners  that  are  currently 
classified  as  refiner-sellers  (as  defined 
in  §  211.62)  for  the  Buy/Sell  Program 
and  other  refiners  with  refining  capacity 
in  excess  of  175,000  B/D  (the  so-called 
large  independent  refiners). 

We  believe  this  group  of  refiners  is 
best  suited  to  act  as  exchange  partners 
with  the  United  States  Government  to 
ensure  that  sufficient  quantities  of 
suitable  crude  oil  are  made  available  for 
filling  the  SPR.  In  contrast  to  small 
refiners,  these  refiners  generally  have 
access  to  many  diverse  sources  of  crude 
oil  supplies  and  the  experience  in 
purchasing,  trading  and  transporting 
large  quantities  of  crude  oil  which 
would  enable  them  to  efficiently  furnish 
suitable  crude  oil  for  the  SPR  and 
receive  NPR  crude  oil  in  exchange. 
Moreover,  to  the  extent  that  the 
proposed  regulation  provides  for  the 
exchange  of  approximately  equal 
volumes  of  crude  oil,  and  given  the 
ability  of  these  refiners  to  obtain  crude 
supplies,  the  net  crude  oil  supply 
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position  of  the  participating  refiners 
should  not  be  adversely  affected,  as 
long  as  crude  oil  supply  exceeds  crude 
oil  consumption.  Thus,  the  provision 
would  not  conflict  with  the  EPAA 
objective  of  protecting  the  crude  oil 
supply  and  competitive  viability  of 
independent  refiners.  Finally,  we  are  not 
proposing  to  include  small  refiners  or 
resellers  in  the  class  of  exchange 
partners  because  we  believe  that  to 
expand  the  number  of  exchange 
partners  further  would  affect  our  ability 
to  consummate  the  exchange/sale 
transactions  efficiently. 

We  will  consider  limiting  the  group  of 
exchange  partners  to  the  15  major 
refiners,  or  to  only  the  15  major  refiners 
and  certain  large  independent  refiners, 
provided  that  the  comments  submitted 
during  this  proposed  rulemaking  and 
other  information  available  to  us 
demonstrate  that  some  or  all  of  the  large 
independent  refiners  would  be 
adversely  affected  if  they  were  included 
as  exchange  partners.  Comments  on  this 
issue  might  include  data  regarding  such 
refiners’  relative  access  to  foreign  and 
domestic  crude  oil  supplies,  ability  to 
refine  or  exchange  NPR  oil,  or 
sufficiency  of  access  to  pipelines, 
tankers,  or  other  modes  of 
transportation  for  the  purpose  of 
delivering  crude  oil  to  the  SPR  facilities. 

2.  Determination  of  Exchange /Sale 
Obligations 

We  are  proposing  that  each  exchange 
partner’s  exchange/sale  obligation 
would  be  equal  to  its  proportionate 
share  of  all  designated  exchange 
partners’  total  runs  to  stills  during  the 
period  August  1979  through  July  1980. 
This  base  period  should  be  of  sufficient 
duration  to  eliminate  any  short-term 
aberrations  in  the  runs  to  stills  data,  and 
yet  recent  enough  to  provide  an  accurate 
indication  of  present  relative  access  to 
crude  oil  supplies  and,  thus,  ability  to 
enter  into  exchange  transactions.  We 
will  consider  alternative  methods  of 
calculating  exchange  partners’ 
exchange/sale  obligations,  including  the 
use  of  a  different  fixed  base  period  or  a 
12-month  rolling  base  period.  Comments 
are  requested  as  to  whether  any  of  these 
alternative  proposed  methods  of 
prorating  exchange /sale  obligations 
among  the  designated  exchange 
partners  would  be  preferable. 

3.  Methods  for  Discharging  Exchange/ 
Sale  Obligations 

The  proposed  regulation  specifies 
several  methods  by  which  the  exchange 
partners  could  be  required,  at  the  option 
of  DOE,  to  discharge  their  exchange/ 
sale  obligations.  These  methods  include 
a  voluntary  or  mandatory  exchange  of 


NPR  crude  oil,1  and  a  mandatory  sale. 
One  or  more  of  these  methods  could  be 
selected  by  DOE  for  any  exchange 
period.  Each  Exchange  Notice  would 
specify  which  method  or  methods  DOE 
had  selected  to  impose  for  that 
exchange  period. 

a.  Voluntary  Exchange  Offers 

One  method  for  discharging 
obligations  that  DOE  could  elect  for  any 
exchange  period  would  provide  a  period 
during  which  voluntary  exchange  offers 
would  be  entertained  by  DOE.  The 
Exchange  Notice  for  that  period  would 
specify  that  for  the  15  days  following 
publication  of  the  Notice,  any  of  the 
refiners  designated  in  the  Notice  as 
exchange  partners  could  submit  an 
exchange  offer  to  DOE.  Such  an  offer 
would,  at  a  minimum,  specify  the  type  or 
types  of  crude  oil  offered  to  the  SPR,  the 
respective  volumes  of  each  type  of  crude 
oil  offered,  a  proposed  delivery 
schedule,  and  a  ratio  for  determining  the 
volume  of  NPR  oil  that  the  offeror  would 
be  given  in  exchange.  DOE  could  accept 
any  such  exchange  offer  during  the  30 
days  following  the  publication  of  the 
Exchange  Notice.  If  an  exchange  offer 
were  accepted  by  DOE,  and  a  contract 
were  executed,  the  exchange  partner 
would  be  considered  as  having 
discharged  its  exchange/sale  obligation 
for  that  exchange  period  to  the  extent  of 
the  volume  of  oil  actually  delivered  to 
the  SPR.2 

In  the  event  voluntary  exchange  offers 
are  permitted  for  an  exchange  period, 
but  such  offers  do  not  result  in  DOE 
acceptances  of  crude  oil  of  sufficient 
quality  or  quantity,  then  each  exchange 
partner  would  be  given  notice  to  that 
effect,  and  the  mandatory  exchange  or 
sale  provisions  of  the  proposed 
regulation,  as  discussed  below,  would 
apply. 

b.  Mandatory  Exchange  or  Sale 

If  voluntary  exchange  offers  are  not 
permitted  for  any  exchange  period,  or  if 


1  The  volume  of  NPR  crude  oil  available  for 
regulated  exchange  (whether  voluntary  or 
mandatory)  during  an  exchange  period  should  be 
equal  to  the  volume  of  the  Federal  Government's 
share  of  NPR  production  for  the  period,  reduced  by 
the  volume  (if  any)  of  crude  oil  set  aside  for  small 
refiners  for  that  period,  and  further  reduced  by  the 
volume  of  NPR  crude  oil  previously  committed  to 
exchanges  negotiated  for  that  period  as  a  result  of 
DFSC  solicitations. 

2  Moreover,  so  as  to  assure  there  is  no 
disincentive  for  refiners  to  enter  into  exchanges  or 
sales  pursuant  to  the  forthcoming  DFSC  solicitation, 
we  are  proposing  with  respect  to  each  of  the 
alternatives  under  consideration  that  refiners  that 
have  entered  into  exchanges  or  sales  for  delivery  of 
oil  to  the  SPR  other  than  pursuant  to  the  proposed 
rule  shall  be  considered  to  have  discharged  any 
obligation  under  a  regulation  adopted  in  this 
proceeding  to  the  extent  of  the  volume  of  oil 
actually  delivered  to  the  SPR. 


such  offers  result  in  insufficient 
exchanges,  then  each  exchange  partner 
would  be  required  to  deliver  to  the  SPR 
the  quantity  of  crude  oil  equal  to  its 
exchange/sale  obligation  for  that  period. 
In  exchange  for  crude  oil  delivered  to 
the  SPR,  each  exchange  partner  would 
receive  a  volume  of  NPR  crude  oil 
determined  by  the  ratio  provided  in  the 
allocation  regulations. 

Due  to  potential  logistical  problems 
during  some  exchange  periods,  including 
temporary  pipeline  space  limitations 
and  inadequate  access  to  dock  and 
terminal  facilities,  it  may  not  always  be 
practicable  for  all  exchange  partners  to 
deliver  their  exchange /sale  obligations 
in  a  timely  fashion,  especially  since 
some  exchange  partner’s  obligations 
may  be  quite  small.  Moreover,  if 
competitive  exchange  or  sale 
transactions  are  successful  in  acquiring 
a  large  volume  of  oil  for  the  SPR,  the 
additional  volume  of  oil  needed  for  the 
SPR  through  mandatory  exchange  or 
sale  transactions,  when  divided  among 
the  remaining  exchange  partners,  may 
be  so  small  as  to  make  it  infeasible  to 
accept  separate  deliveries.  Therefore, 
we  are  proposing  alternative  authority 
for  DOE  to  direct  certain  exchange 
partners  to  deliver  suitable  crude  oil  in 
specified  quantities,  whether  such 
quantities  would  be  equal  to  or  more  or 
less  than  the  exchange  partner’s 
exchange/sale  obligation  for  that  period. 
In  directing  a  particular  exchange 
partner  to  deliver  oil  to  the  SPR,  DOE 
would  consider  which  exchange  partner 
or  partners  would  be  best  able  to 
consummate  delivery  of  the  type  of  oil 
needed.  In  the  event  a  particular 
exchange  partner  were  directed  to 
deliver  a  quantity  of  oil  to  the  SPR  in 
any  exchange  period  in  excess  of  its 
exchange/sale  obligation  for  that  period, 
the  exchange  partner  would  receive  a 
credit  in  that  amount  against  its 
exchange/sale  obligation  for  the  next 
exchange  period.  Conversely,  if  an 
exchange  partner  were  not  directed  to 
deliver  oil  to  the  SPR  in  an  exchange 
period,  its  unsatisfied  obligation  would 
be  added  to  its  obligation  for  the  next 
exchange  period.  As  an  alternative  to 
carrying  forward  such  debits  and  credits 
into  succeeding  exchange  periods,  we 
are  proposing  that  the  regulation  should 
simply  require  exchange  partners  that 
were  not  directed  to  deliver  oil  to  the 
SPR  during  an  exchange  period  to 
reimburse  the  exchange  partners  that 
delivered  oil  to  the  SPR  by  sales  or 
trades  of  crude  oil  in  the  volumes  owed 
by  the  non-delivery  exchange  partner. 

As  an  alternative  to  exchanging  NPR 
oil,  we  are  also  proposing  that  DOE 
could  elect  to  compensate  an  exchange 
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partner  by  making  a  cash  payment  for 
the  oil  delivered  to  the  SPR  equal  to  the 
weighted  average  landed  cost  of  the 
exchange  partner's  crude  oil  imports  in 
the  month  of  delivery.3  Due  to  the  two- 
month  delay  in  the  reporting  of  crude  oil 
costs  to  ERA,  such  cost  would  have  to 
be  estimated  at  the  time  of  the  exchange 
and  adjusted  to  the  actual  cost  in  the 
second  month  following  the  month  of 
delivery.  We  specifically  request 
comments  on,  and  would  adopt  if 
supported  by  the  record,  alternative 
methods  for  establishing  the 
compensation  in  a  regulated  sale.  For 
example,  would  it  be  appropriate  to 
provide  that  the  compensation  would  be 
equal  to  the  weighted  average  landed 
cost  of  all  exchange  partner’s  crude  oil 
imports  during  the  exchange  period,  or 
the  weighted  average  delivered  cost  to 
all  refiners  of  uncontrolled  domestic 
crude  oil  during  the  exchange  period? 
Under  each  of  these  alternatives,  should 
the  period  for  establishing  the 
compensation  be  the  entire  exchange 
period  or  only  the  month  in  which  the 
transaction  occurs?  Finally,  should  the 
Government  pay  the  actual  cost  of  the 
crude  oil  delivered  to  the  SPR? 

Under  any  of  these  options,  any 
exchange  partner  would  be  allowed  to 
trade  its  exchange/sale  obligations  with 
any  firm  (including  a  non-exchange 
partner)  prior  to  the  beginning  of  or 
during  the  exchange  period  with  the 
approval  of  DOE.  However,  the 
proposed  regulation  provides  that  such 
transactions  would  not  relieve  the 
exchange  partner  of  its  obligation  in  the 
event  the  other  firm  fails  to  perform. 

It  is  anticipated  that  at  times 
additional  minor  adjustments  might  be 
necessary  to  equalize  a  particular 
exchange  transaction.  For  example, 
under  a  mandatory  exchange  the 
exchange  ratio  might  be  based  partially 
on  estimated  costs  or  values,  with 
appropriate  adjustment  to  reflect  actual 
costs  or  values  not  able  to  be  made  until 
after  deliveries  have  been  completed.  In 
such  cases,  we  are  proposing  that  DOE 
could  make  such  adjustments  by  means 
of  a  cash  payment  to  the  exchange 
partner  or  by  directing  the  exchange 
partner  to  make  a  cash  payment  to  DOE. 
if  DOE  determines  that  it  is 


3  The  maximum  volume  of  NPR  oil  that  would  be 
available  for  exchange  in  any  allocation  period 
would  be  132.000  B/D.  However,  in  order  to  fulfill 
the  mandate  of  the  recently-enacted  ESA.  or  to 
achieve  other  policy  objectives,  the  SPR  fill 
requirements  may  exceed  the  volume  of  NPR  oil 
available  for  exchanges.  Thus,  to  the  extent  that  the 
Government  is  not  able  to  purchase  this  excess 
volume  of  oil  in  competitive  procurement,  the 
volume  of  crude  allocated  to  the  SPR  would  exceed 
the  volume  of  NPR  oil  available  for  exchanges,  and 
the  Government  would  compensate  refiners  for 
these  additional  volumes  in  cash. 


impracticable  to  make  such  adjustments 
by  delivering  or  receiving  additional 
quantities  of  crude  oil. 

4.  Credit  for  Oil  Supplied  to  the  SPR 
Outside  the  Regulatory  Program 

We  also  are  proposing  that  any 
exchange  partner  that  delivers  oil  to  the 
SPR  after  July  1,  1980,  in  a  sale  or 
exchange,  other  than  pursuant  to  this 
rule  would  receive  a  barrel-for-barre! 
credit  against  any  exchange/sale 
obligation  it  might  have  under  the 
regulatory  program  proposed  in  this 
notice.  If  a  delivery  takes  place  before 
the  first  exchange  period  begins,  the 
credit  would  be  applied  first  against  the 
exchange/sale  obligation  of  that  first 
exchange  period.  If  a  delivery  takes 
place  during  an  exchange  period,  then 
the  credit  would  be  applied  first  against 
the  exchange/sale  obligation  of  that 
exchange  period.  In  either  case,  any 
unused  credit  would  be  applied  to  the 
succeeding  exchange  period(s). 

5.  Exchange  Notices 

In  general,  the  proposed  regulation 
provides  that  DOE  may  issue  periodic 
Exchange  Notices  requiring  the  refiners 
described  above  to  deliver  crude  oil  to 
the  SPR.  An  Exchange  Notice  would  be 
published  in  the  Federal  Register  at 
least  20  days  prior  to  the  beginning  of 
the  exchange  period  and  would  remain 
in  effect  until  the  end  of  the  exchange 
period,  unless  amended  by  the 
publication  of  a  Supplemental  Exchange 
Notice.  The  Exchange  Notice  would 
specify  the  quality  and  total  quantity  of 
crude  oil  to  be  delivered  to  the  SPR 
storage  sites  during  the  “exchange 
period,”  the  exchange  ratio  for  the  NPR 
crude  oil,  special  terms  and  conditions 
applicable  to  the  exchange  transactions, 
the  “exchange/sale  obligation"  of  each 
exchange  partner,  and  the  method  or 
methods  by  which  the  exchange/sale 
obligations  must  be  discharged. 

The  proposed  regulation  contemplates 
an  exchange  period  of  six  months.  We 
specifically  request  comments,  however, 
as  to  whether  the  exchange  period 


should  be  longer  or  shorter.  If  the 
comments  submitted  during  this 
rulemaking  and  other  information 
available  to  us  indicate  that  the 
exchange  period  should  be  of  a  different 
duration,  then  we  will  adopt  such  a 
period  in  the  final  rule. 

To  facilitate  the  scheduling  of  crude 
oil  deliveries  to  the  SPR  under  a 
mandatory  exchange,  we  are  proposing 
that  each  exchange  partner  that  is 
required  to  deliver  oil  to  the  SPR  submit 
a  proposed  delivery  schedule  no  later 
than  15  days  after  publication  of  the 
Exchange  Notice.  If,  however,  DOE  will 
be  entertaining  voluntary  exchange 
offers  for  an  exchange  period,  then  the 
proposed  delivery  schedule  need  not  be 
submitted  to  DOE  until  15  days  after 
DOE  has  notified  the  exchange  partners 
that  the  voluntary  exchanges  will  be 
insufficient  for  the  SPR’s  needs  and  that 
mandatory  exchange  or  sale 
transactions  will  be  required.  Comments 
are  specifically  requested  as  to  whether 
a  15-day  period  is  sufficient  to  prepare 
and  submit  a  proposed  delivery 
schedule.  The  proposed  delivery 
schedule  would  list,  for  each  proposed 
delivery  date,  the  types  of  oil  to  be 
delivered,  the  relative  volumes  of  each 
oil  type,  and  the  preferred  DOE 
terminal  *  be  preferred  for  delivery.  DOE 
will  consider  submissions  of  proposed 
delivery  schedules  on  a  “first-come, 
first-served”  basis.  All  ship  nomination 
and  acceptance  procedures  must  be  in 
accordance  wdth  then-current  port 
manuals  of  the  SPR  receiving  terminals. 
Exchange  partners  will  be  notified  by 
DOE  within  five  days  of  DOE's  receipt 
of  their  proposed  schedules,  whether  the 
proposed  schedules  have  been  accepted 
or  rejected  in  whole  or  in  part.  If  a 
proposed  schedule  is  unacceptable,  in 
whole  or  in  part,  whether  because  of 
prior  commitments  for  the  date  selected 
or  because  of  other  incompatibilities, 
DOE  will  explain  the  reasons  for  the 
rejection,  and  in  some  cases,  will  also 
suggest  alternative  dates,  volumes,  and / 
or  types  of  oil  for  delivery. 


'DOE  currently  has  access  to  three  marine  terminals  for  purposes  of  receiving  tanker  deliveries  for  the  SPR.  The  loca¬ 
tions.  types  of  oils  accepted,  and  specifications  are  as  follows: 


Tanker  discharge  terminals 

Terminal 

storage 

(MBbl) 

Draft 

(«) 

LOA 

<«) 

Beam 

(ft) 

Maximum 

(Dwt) 

Sunoco  Terminals,  Inc.,  Nederland,  Tex.  (Type  1— 

Sour)  (Type  II  Through  V— Sweet) . 

Seaway  Terminal.  Freeport,  Tex.  (Type  II  through 

1.200 

39>/2 

1  136 

1,000 

144 

130,000 

V— Sweet) . 

800 

37 

750 

107 

2  63,000 

DOE  Terminal,  St  James.  La.  (Type  1— Sour) . 

1,600 

3  4  41 
'  153 

940 

3 

100,000 

1  Airdraft. 

2  Terminal  permission  required  for  less  than  32M  Dwt;  maximum  at  Dock  No.  1  is  50.000  Dwt 

3  Fresh. 

*  Subiect  to  possible  further  draft  limitation  at  Mississippi  River  entrance,  which  is  dependent  on  flood  and  silting  conditions. 
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When  DOE  has  notified  the  exchange 
partner  that  its  proposed  delivery 
schedule  is  acceptable,  the  exchange 
partner  will  become  obligated  to  make 
delivery  as  set  forth  in  that  schedule. 
Timely  delivery  will  be  within  a  five-day 
“window”;  that  is,  delivery  taking  place 
as  much  as  two  days  before  or  two  days 
after  the  date  specified  in  the  delivery 
schedule  will  be  considered  timely. 

Every  ninety  days  an  accounting  will 
be  made  to  ensure  that  each  exchange 
partner  has  not  received  a  volume  of 
NPR  crude  oil  in  excess  of  that  volume 
(as  adjusted  by  the  exchange  ratio)  of 
oil  which  it  has  delivered  to  the  SPR. 
Each  exchange  partner  will  have  the 
responsibility  of  coordinating  its 
deliveries  of  oil  to  the  SPR  with  its 
receipts  of  NPR  oil  to  achieve  a  balance 
at  least  every  ninety  days. 

6.  Crude  Oil  Types  Required  for  the  SPR 

We  anticipate  that  one  or  more  of  five 
different  types  of  crude  oil  would  be 
required  for  delivery  to  the  SPR.  These 
types,  and  their  gravity  and  sulfur 
characteristics,  are  as  follows: 


Type 

API 

Gravity 

(“API) 

Total 
Sulfur 
(wt.  %) 
Max. 

1 . 

.  30-36 

1.99 

II . 

‘ .  40-45 

.25 

Ill . 

.  30-36 

50 

IV . 

.  34-40 

.25 

V . 

. . 

.  36-41 

.50 

A  sixth  type,  with  a  gravity  in  the  range 
of  26-30  °API  and  with  a  maximum 
acceptable  sulfur  content  of  1.25%, 
currently  is  not  expected  to  be  required. 
The  only  crude  oil  currently  meeting  the 
specifications  of  the  sixth  type  is  Alaska 
North  Slope  crude  oil.  Comments  are 
invited,  however,  as  to  what  quantities, 
if  any,  of  Alaska  North  Slope  crude  oil 
might  be  offered  for  delivery  to  the  SPR. 
The  actual  types  and  relative  volumes  of 
each  type  of  crude  oil  to  be  delivered  to 
the  SPR,  as  well  as  the  storage  sites  to 
which  the  oil  is  to  be  delivered,  would 
be  announced  for  each  exchange  period 
in  the  Exchange  Notice  for  that  period. 

Because  we  anticipate  that  the  value 
of  the  NPR  oil  will  not  always  be  the 
same  as  the  value  of  the  oil  delivered  to 
the  SPR  in  exchange,  an  exact  barrel- 
for-barrel  exchange  will  not  always  be 
possible.  Therefore,  we  are  proposing 
alternative  exchange  ratios  to  be  used  to 
determine  the  volume  of  NPR  crude  oil 
which  will  be  deemed  equivalent  in 
value  to  one  barrel  of  each  type  of  crude 


oil  delivered  to  the  SPR.  A  discussion  of 
proposed  alternative  exchange  ratios  is 
set  forth  below. 

B.  Alternative  Proposal  No.  2:  Adding 
the  Strategic  Petroleum  Reserve  As  A 
Buyer  to  the  Crude  Oil  Buy /Sell  List 

Under  this  alternative  proposal,  we 
would  amend  the  definition  of  refiner- 
buyer  in  section  211.62  and  add  a  new 
paragraph  to  the  current  Buy/Sell 
Program  regulations  set  forth  in  section 
211.65  to  provide  that  the  Strategic 
Petroleum  Reserve  would  be  added  to 
the  Buy/Sell  List  as  an  eligible  buyer  of 
allocated  crude  oil  for  storage  in  the 
SPR.  The  total  sales  obligation  of  the 
refiner-sellers  for  each  six-month 
allocation  period  would  be  increased  by 
the  volume  of  crude  oil  allocated  on  the 
Buy/Sell  List  for  the  SPR.  Thus,  each 
refiner-seller's  sales  obligation  under  the 
Program  would  consist  of  a  portion  of 
the  total  “purchase  opportunity"  of  the 
SPR.  A  refiner-seller  could  satisfy  its 
sales  obligation  by  selling  oil  to  the  SPR, 
to  small  refiners,  or  to  both.  A  refiner- 
seller  delivering  oil  to  the  SPR  could  be 
compensated  in  cash,  as  compensation 
is  currently  provided  for  under  the  Buy / 
Sell  Program  regulations,  or 
alternatively,  by  delivery  of  NPR  crude 
oil  in  exchange. 

As  is  the  case  currently  under  the 
Buy /Sell  Program  regulations,  DOE  (as  a 
“buyer”)  would  negotiate  with  refiner- 
sellers  during  the  twenty-day  period 
following  publication  of  the  Buy/Sell 
Notice.  As  a  result  of  such  negotiations, 
DOE  might  obtain  part  or  all  of  its 
allocation  for  that  period,  and  would 
compensate  the  refiner-seller  in  cash  or 
tn  NPR  oil.  If,  however,  at  the  end  of  that 
20-day  period  DOE  had  not  negotiated 
crude  oil  purchases  or  exchanges 
sufficient  to  satisfy  its  total  allocation, 
then  DOE  could  direct  a  refiner-seller  to 
deliver  oil  to  the  SPR  under  §  211.65(j)(3) 
of  the  current  Buy /Sell  Program 
regulations.  In  such  a  directed 
transaction,  any  refiner-seller  not 
compensated  in  cash  in  accordance  with 
the  current  Buy /Sell  price  rule  would  be 
compensated  by  a  delivery  of  NPR  crude 
oil  in  a  volume  determined  in 
accordance  with  tfye  exchange  ratio 
proposed  in  this  rulemaking. 

Under  the  amendments  being 
proposed,  the  Buy /Sell  Notice  would 
include,  in  addition  to  the  items 
currently  published  in  the  Notice, 
several  new  provisions  relating  to  the 
SPR.  The  Buy/Sell  Notice  would  specify 
the  relative  volumes  of  the  SPR's  total 
allocation  for  which  compensation 


would  be  made  in  cash  and  in  kind  (by 
delivery  of  NPR  crude  oil).  The  Notice 
would  also  specify  the  exchange  ratio 
for  the  NPR  crude  oil  applicable  to 
directed  deliveries,  special  terms  and 
conditions  applicable  to  the  exchange 
transactions,  and  the  types  and  relative 
quantities  of  crude  oil  required  for  the 
SPR. 

The  different  types  of  crude  oil 
expected  to  be  required  for  the  SPR  and 
the  proposed  alternative  ratios  to  be 
used  in  exchanges  of  NPR  crude  oil  are 
discussed  in  Parts  II— A(6)  and  II— C. 
respectively. 

For  the  reasons  discussed  under  the 
first  alternative  proposal,  we  are  also 
proposing  under  this  alternative  that  any 
refiner-seller  that  delivers  crude  oil  to 
the  SPR  after  July  1, 1980,  in  a  sale  or 
exchange,  other  than  pursuant  to  this 
rule,  will  receive  a  barrel-for-barrel 
credit  against  its  total  allocation 
obligation  for  the  applicable  allocation 
period  in  which  crude  oil  is  allocated  to 
the  SPR. 

C.  Exchange  Ratio  for  NPR  Crude  OH 

The  alternative  proposals  contemplate 
exchange  transactions  involving  the 
exchange  of  NPR  crude  oil  for  other 
crude  oil  delivered  to  the  SPR.  As 
previously  mentioned,  we  anticipate 
that  the  quality,  and  hence  the  value,  of 
the  oils  exchanged  will  not  always  be 
equal.  Therefore,  we  are  proposing  three 
alternative  methods  of  calculating  the 
exchange  ratio  for  determining  the 
number  of  barrels  of  a  given  type  of  NPR 
crude  oil  the  Government  would  deliver 
to  a  refiner  in  exchange  for  each  barrel 
of  a  given  type  of  crude  oil  delivered  to 
the  SPR. 

The  first  alternative  method  proposed 
would  define  the  exchange  ratio  in 
terms  of  refiners’  actual  acquisition 
costs  for  crude  oil  that  is  similar  in 
quality  to  the  crude  oils  being 
exchanged.  The  numerator  of  the  ratio 
under  this  proposed  method  would  be 
the  estimated  weighted  average 
delivered  cost  to  all  refiners  in  the 
month  of  the  exchange  of  all  generic 
imported  and  uncontrolled  domestic 
crude  oils  that  meet  the  specifications  of 
the  type  of  oil  being  delivered  to  the 
SPR.  We  request  comments  on  whether 
we  should  use  the  estimated  average 
delivered  cost  of  such  crude  oils  to  the 
refiner  who  is  supplying  the  oil  for  the 
SPR  rather  than  the  cost  to  all  refiners. 

In  either  case,  the  ratio  would  be 
adjusted  before  the  end  of  the  second 
month  following  the  month  of  the 
exchange  to  reflect  any  differences 
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between  the  actual  and  the  estimated 
costs. 

We  request  comments  on  whether  we 
should  adopt  the  average  landed  cost  of 
crude  oil  in  the  Gulf  Coast  to  determine 
the  numerator  of  the  exchange  ratio. 

One  concern  we  have  is  with  the  effect 
of  transportation  costs  on  the  accuracy 
of  the  exchange  ratio.  Average  landed 
costs  in  the  Gulf  Coast  might  be  the 
most  accurate  estimate  of  the  cost  to 
refiners  of  oil  delivered  to  the  SPR.  On 
the  other  hand,  this  information  is  not 
currently  collected  by  DOE.  We  request 
comments  on  the  availability  of  such 
data  and  how  important  transportation 
costs  are. 

The  denominator  of  the  ratio  would  be 
the  average  of  the  two  highest  posted 
prices  for  uncontrolled  crude  oil  similar 
to  the  NPR  oil  being  exchanged.  No 
posted  price  would  be  used  in 
computing  the  average  unless  an  actual 
purchase  had  been  consummated  at  that 
price.  The  prices  used  would  be  those  in 
effect  at  the  time  the  NPR  oil  is  to  be 
delivered  to  the  exchange  partner. 
However,  if  subsequent  to  the  delivery 
of  the  NPR  oil  a  price  is  posted  having  a 
retroactive  effect  to  the  date  of  delivery, 
and  if  that  price  would  be  one  of  the  two 
highest  posted  prices,  then  that  price 
would  be  used  in  the  computation  of  the 
ratio  and  appropriate  adjustments 
would  be  made.  For  the  Elk  Hills  and 
Buena  Vista  oil,  DOE  would  designate  at 
least  three  fields  in  which  oil  of  like 
quality  is  produced,  and  then  compute 
an  average  of  the  two  highest  posted 
prices  in  each  of  these  fields.  For  the 
"  Teapot  Dome  oil,  DOE  would  compute 
an  average  of  the  two  highest  posted 
prices  produced  in  the  State  of 
Wyoming.  This  distinction  is  proposed  * 
due  to  the  fact  that  comparable  postings 
are  more  numerous  for  Elk  Hills  and 
Buena  Vista  oil  than  for  Teapot  Dome 
oil. 

The  second  alternative  method 
proposed  would  basically  result  in 
barrel-for-barrel  exchanges  of  NPR  oil 
for  oil  delivered  to  the  SPR,  with  certain 
adjustments  for  quality  (based  on  sulfur 
and  gravity  differences).  Generally 
speaking,  sulfur  and  gravity  are 
indicative  of  crude  oil  worth  and  value. 
Therefore,  we  are  proposing  under  this 
alternative  that  adjustments  be  made  for 
differences  in  sulfur  and  gravity 
between  the  NPR  crude  oil  and  the 
crude  delivered  to  the  SPR.  We  are 
proposing  that  differentials  of  $0.05  per 
barrel  per  0.1  (one-tenth)  degree  API 
gravity  and  $0.10  per  barrel  per  0.1  (one- 
tenth)  percent  sulfur  be  established  as 
adjustment  factors.  Comments  are  v 
specifically  requested  as  to  whether  the 
differentials  proposed  here  properly 


account  for  quality  differences  in  crude 
oils.  We  will  consider  adopting  other 
differentials,  including  formulas  for 
computing  differentials,  and  will 
consider  permitting  differential  factors 
to  be  negotiated  between  the 
Government  and  exchange  partners. 

Comments  are  also  requested  as  to 
whether  we  should  adjust  the  barrel-for- 
barrel  exchanges  for  differences  in 
transportation  or  location  of  the  NPR 
crude  oil  and  the  crude  oil  delivered  to 
the  SPR.  We  will  consider  adopting 
transportation  and  location  adjustment 
factors,  if  supported  by  the  record. 

Under  this  proposal,  the  Government 
could  elect  to  effect  sulfur  and  gravity 
differential  adjustments  by  transfer  of 
crude  oil  instead  of  by  cash  payments.  If 
the  Government  elects  to  deliver 
additional  crude  oil  to  an  exchange 
partner  to  account  for  higher  quality 
crude  oil  delivered  to  the  SPR  (lower 
sulfur  or  higher  API  gravity),  in  lieu  of  a 
cash  payment,  the  quantity  of  the 
additional  delivery  would  be  based 
upon  the  total  value  of  the  differential 
adjustments  for  sulfur  and  gravity, 
divided  by  the  value  of  NPR  crude  oil. 

We  are  proposing  that  the  value  of  NPR 
crude  oil  be  based  upon  the  average  of 
the  two  highest  posted  prices  for 
uncontrolled  crude  oil  similar  to  the  NPR 
oil  being  exchanged,  as  described  in 
alternative  1  above. 

If  the  Government  elects  to  accept 
additional  crude  oil  from  an  exchange 
partner  to  account  for  lower  quality 
crude  oil  delivered  to  the  SPR  (higher 
sulfur  or  lower  API  gravity),  in  lieu  of  a 
cash  payment,  the  quantity  of  the 
additional  crude  oil  will  be  based  upon 
the  total  value  of  the  differential 
adjustments  for  sulfur  and  gravity, 
divided  by  the  value  of  the  crude  oil 
delivered  to  the  SPR.  We  are  proposing 
that  the  value  of  the  crude  delivered  to 
the  SPR  be  calculated  according  to  one 
of  the  methods  described  in  alternative 
1  above,  with  respect  to  the  numerator 
of  the  exchange  ratio. 

We  request  comments  on  the 
advisability  of  using  other  values  for  the 
NPR  crude  oil  or  crude  oil  delivered  to 
the  SPR  in  the  formulas  for  computing 
additional  quantities  to  be  transferred  to 
account  for  quality  differentials.  We  will 
consider  adopting  in  the  final  rule 
alternative  methods  for  computing  these 
values  or  for  computing  the  additional 
quantities  involved. 

The  third  alternative  method  proposed 
would  define  the  exchange  ratio  in 
terms  of  relative  crude  oil  values 
imputed  from  refinery  product  yield  and 
wholesale  product  price  data  in  a  given 
base  period.  The  numerator  of  the  ratio 
would  be  the  imputed  value  of  the  crude 
oil  type  being  delivered  to  the  SPR.  This 


value  would  be  computed  by  multiplying 
the  average  yield  of  various  products 
(naphtha,  distillate,  gas  oil,  and 
residuum)  from  that  crude  type, 
expressed  as  a  volumetric  percentage, 
times  the  average  wholesale  price  for 
each  product.  The  denominator  of  the 
ratio  would  be  the  imputed  value  of  the 
NPR  crude  oil  type  being  exchanged. 

This  value  would  be  computed  in  the 
same  manner  as  the  value  of  the  crude 
oil  delivered  to  the  SPR.  Under  this 
alternative,  we  propose  using  a  rolling 
base  period  for  determining  the  yield 
and  price  data.  The  base  period  would 
be  the  month  in  the  previous  year 
corresponding  to  the  month  of  delivery. 
However,  we  will  consider  adopting  in 
the  final  rule  a  fixed  base  period  or  a 
provision  for  periodically  changing  the 
base  period.  - 

III.  Proposed  Special  Temporary  Relief 
for  Refiners  Dependent  Upon  NPR 
Crude  Oil 

If  most  of  the  NPR  crude  oil  from  the 
Elk  Hills  Reserve  is  exchanged  for 
purposes  of  acquiring  oil  for  the  SPR, 
certain  small  refiners  located  in 
California  might  experience  a  supply 
loss  which  they  might  not  be  able  to 
replace.  Our  preliminary  review  of  runs 
to  stills  data  reported  under  the 
Entitlements  Program  indicates  that 
approximately  50  percent  of  NPR 
production  in  1978  and  1979  was 
processed  by  single-refinery  small 
refiners  located  in  the  Elk  Hills  vicinity. 
These  data  further  indicate  that  NPR  oil 
constituted  approximately  30  percent  of 
these  small  refiners’  runs  to  stills  during 
1978  and  1979. 

This  Entitlements  Program  data, 
however,  does  not  provide  a  completely 
accurate  picture  of  these  small  refiners’ 
dependence  on  NPR  oil.  Because  of  a 
provision  in  the  Entitlements  Program 
regulations  (10  CFR  section  211.67(g)), 
applicable  to  exchanges  involving 
domestic  crude  oil,  generally  speaking,  a 
refiner  is  deemed  to  retain  any  domestic 
crude  oil  given  up  in  exchange.  For 
example,  if  a  refiner  purchased  NPR 
crude  oil  but  traded  it  to  another  refiner 
for  imported  crude  oil,  the  original 
owner  of  the  NPR  oil  would  report  it  for 
the  purposes  of  the  Entitlements 
Program,  even  though  the  second  refiner 
actually  ran  the  imported  crude  oil 
received  in  the  trade.  Therefore,  we  are 
unable  to  determine  exactly  how  much 
NPR  crude  oil  has  been  physically  run  in 
these  small  refiner  refineries.  In 
addition,  we  do  not  know  the  extent  to 
which  these  small  refiners  might  have 
access  to  crude  oil  supplies  other  than 
the  NPR  crude  oil. 

However,  on  the  basis  of  the  available 
data,  we  have  tentatively  concluded  that 
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it  would  be  appropriate  to  provide 
temporary  relief  through  the  Buy/Sell 
Program  to  these  firms  that  incur  a 
supply  loss  due  to  the  withdrawal  by  the 
Government  of  NPR  oil  from  the  market. 
Accordingly,  we  are  proposing  to  add  a 
new  subparagraph  (c)(2)(iv)  to  the  Buy/ 
Sell  Program  regulations  in  section 
211.65,  which  provides  for  allocations  to 
any  small  refiner  which  is  able  to 
demonstrate  that:  (1)  its  refinery  has 
processed  an  amount  of  NPR  crude  oil  in 
excess  of  five  percent  of  that  refinery’s 
runs  to  stills  during  the  preceding 
allocation  period;  (2)  its  refinery  has 
incurred  or  will  incur  at  least  a  fifty 
percent  loss  of  its  supply  of  such  crude 
oil  due  to  the  Government's  crude  oil 
acquisition  program  for  the  SPR;  (3)  it 
has  exhausted  any  opportunity  to  obtain 
NPR  crude  oil  under  the  NPR  Act  small 
refiner  set-aside  for  the  period  for  which 
an  allocation  is  sought;  (4)  its  refinery 
cannot  reasonably  be  expected  to 
replace  its  lost  supplies  of  NPR  oil;  and 
(5)  its  projected  runs  to  stills  for  its 
refinery  will  be  less  than  ERA’s  estimate 
of  the  national  utilization  rate  for  all 
refiners. 

We  specifically  request  detailed 
comments  that  provide  evidence  of 
special  hardship,  if  any,  that  would  arise 
in  the  event  most  NPR  oil  is  exchanged 
to  acquire  oil  for  the  SPR.  If  we  are  not 
convinced  of  the  heed  for  special  relief, 
firmly  supported  by  detailed  evidence  of 
dependence  on  NPR  oil  and  lack  of 
access  to  other  crude  oil  supplies,  then 
we  will  not  adopt  in  our  final  rule  the 
proposed  provision  for  temporary  relief. 

IV.  The  Entitlements  Program 

In  the  SPR  Plan,  the  Federal  Energy 
Administration  (FEA),  a  predecessor 
agency  of  DOE,  stated  its  intention  to 
allow  the  Federal  Government  to  obtain 
the  entitlements  benefits  for  using 
imported  crude  oil  to  fill  the  SPR  to  the 
same  extent  that  refiners  receive  such 
benefits  for  processing  imported  crude 
oil.  Accordingly,  FEA  amended  its 
regulations  under  the  EPAA  to  provide 
that  suppliers  of  imported  crude  oil  to 
the  SPR  would  be  paid  partly  in 
entitlements,  thus  reducing  the 
Government’s  cost  for  the  imported 
crude  oil  stored  in  the  SPR  to  the 
weighted  average  cost  of  all  crude  oil  to 
refiners.  See  42  FR  21761  (April  29, 1977). 

Section  805  of  the  ESA  discussed 
above  directs  the  President  to  amend 
the  Entitlements  Program  regulations,  no 
later  than  August  29, 1980,  so  as 
effectively  to  allocate  lower  tier  crude 
oil  to  the  Government  for  purposes  of 
acquiring  oil  to  store  in  the  SPR.  We  will 
soon  issue  a  final  rule  amending  the 
Entitlements  Program  to  implement 
these  provisions  of  the  ESA. 


V.  Request  for  Additional  Comments 

A.  Delivery  of  Naval  Petroleum 
Reserves  Crude  Oil  To  Participating 
Refiners 

Under  either  of  the  alternative 
proposals,  the  Government  would  have 
to  apportion  in  some  manner  deliveries 
of  the  NPR  production  among  those 
refiners  participating  in  exchange 
transactions.  Such  an  apportionment 
could  take  the  form  of  a  daily  delivery  of 
NPR  oil  to  each  participating  firm.  It 
might  be  operationally  more  practicable, 
however,  to  plan  the  apportionment  over 
a  longer  period  of  time  so  that  all  or  a 
major  part  of  NPR  production  in  a  given 
day  or  period  of  days  would  be 
delivered  to  a  single  participating  firm 
or  a  small  number  of  firms. 

We  anticipate  that  refiners 
participating  in  exchanges  with  the 
Government  for  NPR  oil  would  be 
permitted  to  exchange,  trade  or  sell  any 
NPR  crude  oil  that  it  receives  in  an 
exchange.  In  the  case  of  such  third  party 
transactions  it  may  be  most  practicable 
for  the  Government  to  deliver  the  NPR 
oil  directly  to  the  third  party  rather  than 
to  the  participating  refiner.  It  is 
expected,  however,  that  before  delivery 
to  such  third  party  could  be  effected,  the 
Director,  Naval  Petroleum  Reserves  in 
California,  would  have  to  receive  notice 
from  the  participating  refiner  of  the 
specifics  of  the  transaction  at  least  ten 
days  before  the  date  of  delivery. 

Comments  are  specifically  invited  on 
the  manner  in  which  NPR  crude  oil 
should  be  distributed  among  the 
participating  refiners,  special  features 
which  the  Government  should 
implement  to  facilitate  delivery  of  NPR 
oil  to  refiners  participating  in  exchanges 
and,  in  particular,  procedures  to 
facilitate  exchanges  between  refiners 
participating  in  exchanges  governed  by 
the  regulations  proposed  in  this 
rulemaking  and  other  firms. 

B.  Legal  Issues 

Potentially  affected  refiners  are 
invited  to  comment  on  any  legal  issues 
or  problems  they  foresee  in  the 
proposal.  Such  comments  should  be 
clearly  labelled  as  comments  on  legal 
matters  and  separable  from  other 
comments  so  as  to  expedite  their  review 
by  the  Office  of  General  Counsel. 

VI.  Written  Comment  and  Public 
Hearing  Procedures 

A.  Written  Comments 

You  are  invited  to  participate  in  this 
proceeding  by  submitting  data,  views  or 
arguments  with  respect  to  the  proposals 
set  forth  in  this  notice  of  proposed 
rulemaking.  Written  comments  should 


be  submitted  by  4:30  p.m.,  September  5, 
1980,  to  the  address  indicated  in  the 
“Addresses”  section  of  this  notice  and 
should  be  identified  on  the  outside 
envelope  and  on  the  document  with  the 
docket  number  and  the  designation, ' 
“Allocation  of  Crude  Oil  for  the  SPR.” 
Fifteen  copies  should  be  submitted.  All 
comments  received  will  be  available  for 
public  inspection  in  the  DOE  Freedom  of 
Information  Reading  Room,  5B-138, 
Forrestal  Building,  1000  Independence 
Avenue,  S.W.,  between  the  hours  of  8:00 
a.m.  and  4:30  p.m.,  Monday  through 
Friday. 

Any  information  or  data  submitted 
which  you  consider  to  be  confidential 
must  be  so  identified  and  submitted  in 
writing,  one  copy  only.  We  reserve  the 
right  to  determine  the  confidential  status 
of  such  information  or  data  and  to  treat 
it  according  to  our  determination. 

B.  Public  Hearings 

1.  Procedure  for  Request  to  Make  Oral 
Presentation.  The  dates  and  places  for 
the  hearings  are  indicated  in  the  "Dates” 
and  “Addresses”  sections  of  this 
preamble.  All  hearings  will  convene  at 
9:30  a.m.  If  necessary  to  present  all 
testimony,  a  hearing  will  be  continued  to 
9:30  a.m.  of  the  next  business  day 
following  the  first  day  of  the  hearing. 

If  you  have  any  interest  in  the 
proposals  in  this  notice,  or  represent  a 
group  or  class  of  persons  that  has  an 
interest,  you  may  make  a  written 
request  for  an  opportunity  to  make  oral 
presentation  at  a  hearing  by  4:30  p.m.  on 
the  dates  indicated  in  the  “Dates" 
section  of  this  preamble,  and  to  the 
addresses  indicated  in  the  “Addresses" 
section  of  this  preamble.  You  should  be 
prepared  to  describe  the  interest 
concerned;  if  appropriate,  to  state  why 
you  are  a  proper  representative  of  a 
group  or  class  of  persons  that  has  such 
an  interest;  and  to  give  a  concise 
summary  of  the  proposed  oral 
presentation.  You  should  also  provide  a 
phone  number  where  you  may  be 
contacted  through  the  day  before  the 
hearing. 

If  you  are  selected  to  be  heard,  you 
will  be  so  notified  before  4:30  p.m.  on 
August  22, 1980,  for  the  Los  Angeles 
hearing,  and  before  September  1, 1980, 
for  the  Washington,  D.C.  hearing.  You 
will  be  required  to  bring  one  hundred 
copies  of  your  statement  to  the  address 
indicated  in  the  “Addresses”  section  of 
this  preamble  for  requests  to  speak  at 
the  hearing  concerned  before  4:30  p.m., 
August  26, 1980,  for  the  Los  Angeles 
hearing,  and  September  3, 1980,  for  the 
Washington,  D.C.  hearing. 

2.  Conduct  of  the  Hearings.  We 
reserve  the  right  to  select  the  persons  to 
be  heard  at  the  hearings,  to  schedule 
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their  respective  presentations,  and  to 
establish  the  procedures  governing  the 
conduct  of  the  hearings.  The  length  of 
each  presentation  may  be  limited,  based 
on  the  number  of  persons  requesting  to 
be  heard. 

An  ERA  official  will  be  designated  to 
preside  at  each  of  the  hearings.  They 
will  not  be  judicial  or  evidentiary-type 
hearings.  Questions  may  be  asked  only 
by  those  conducting  the  hearing,  and 
there  will  be  no  cross-examination  of 
persons  presenting  statements.  At  the 
conclusion  of  all  initial  oral  statements, 
each  person  who  has  made  an  oral 
statement  will  be  given  the  opportunity 
to  make  a  rebuttal  statement.  The 
rebuttal  statements  will  be  given  in  the 
order  in  which  the  initial  statements 
were  made  and  will  be  subject  to  time 
limitations. 

You  may  submit  questions  to  be  asked 
of  any  person  making  a  statement  at  a 
hearing  to  the  address  indicated  above 
for  requests  to  speak  at  that  hearing 
before  4:30  p.m.  on  the  day  before  the 
hearing.  If  you  wish  to  ask  a  question  at 
a  hearing,  you  may  submit  the  question, 
in  writing,  to  the  presiding  officer.  The 
ERA  or,  if  the  question  is  submitted  at  a 
hearing,  the  presiding  officer  will 
determine  whether  the  question  is 
relevant,  and  whether  the  time 
limitations  permit  it  to  be  presented  for 
answer. 

Any  further  procedural  rules  needed 
for  the  proper  conduct  of  a  hearing  will 
be  announced  by  the  presiding  officer. 

Transcripts  of  the  hearings  will  be 
made  and  the  entire  record  of  each  of 
the  hearings,  including  the  transcripts, 
will  be  retained  by  the  ERA  and  made 
available  for  inspection  at  the  DOE 
Freedom  of  Information  Reading  Room, 
Room  5B-138,  Forrestal  Building,  1000 
Independence  Avenue,  S.W., 
Washington,  D.C.,  between  the  hours  of 
8:00  a.m.  and  4:30  p.m.,  Monday  through 
Friday.  You  may  purchase  a  copy  of  the 
transcript  of  a  hearing  from  the  reporter. 

VI.  Procedural  Requirements 

A.  Section  404  of  the  DOE  Act 

Pursuant  to  the  requirements  of 
Section  404(a)  of  the  Department  of 
Energy  Organization  Act  (DOE  Act,  42 
U.S.C.  7101  et  seq.,  Pub.  L.  95-91,  as 
amended),  we  are  referring  this  rule  to 
the  Federal  Energy  Regulatory 
Commisison  (FERC)  for  a  determination 
as  to  whether  the  proposed  rule  would 
significantly  affect  any  matter  within  the 
Commission’s  jurisdiction.  The 
Commission  has  until  the  close  of  the 
public  comment  period  to  make  that 
determination. 


B.  Section  7  of  the  FEA  Act 

Under  section  7(a)  of  the  Federal 
Energy  Administration  Act  of  1974  (15 
U.S.C.  787  et  seq.,  Pub.  L.  93-275,  as 
amended),  the  requirements  of  which 
remain  in  effect  under  section  501(a)  of 
the  DOE  Act,  the  delegate  of  the 
Secretary  of  Energy  shall,  before 
promulgating  proposed  rules, 
regulations,  or  policies  affecting  the 
quality  of  the  environment,  provide  a 
period  of  not  less  than  five  working  days 
during  which  the  administrator  of  the 
Environmental  Protection  Agency  (EPA) 
may  provide  written  comments 
concerning  the  impact  of  such  rules, 
regulations,  or  policies  on  the  quality  of 
the  environment.  Such  comments  shall 
be  published  together  with  publication 
of  notice  of  the  proposed  action. 

A  copy  of  this  notice  was  sent  to  the 
EPA  that  he  does  not  foresee  the 
proposed  rule  as  having  unfavorable 
impacts  on  the  quality  of  the 
environment  beyond  those  addressed  in 
the  Environmental  Impact  Statements 
prepared  to  date  on  the  SPR.  The  EPA 
Administrator  has  reserve  the  right  to 
make  additional  comments  in 
accordance  with  the  EPA’s  duties  and 
responsibilities  under  section  309  of  the 
Clean  Air  Act. 

C.  National  Environmental  Policy  Act 

On  June  6, 1980,  the  Assistant 
Secrtary  for  Environment  determined 
after  consultation  with  the  Office  of 
General  Counsel  that  today’s  proposals 
if  adopted  would  not  significantly  affect 
the  quality  of  the  human  environment 
within  the  meaning  of  the  National 
Environmental  Policy  Act  (NEPA,  42 
U.S.C.  4321  et.  seq.) 

D.  Executive  Order  12044 

Executive  Order  12044  “Improving 
Government  Regulaitons”  (43  FR 12661, 
March  24, 1978)  requires  agencies 
subject  to  it  to  publish  all  proposed 
“significant”  regulations  for  public 
comment  for  a  minimum  of  60  days.  In 
section  2(c),  the  ORder  recognizes  that 
there  are  some  instances  where  an 
agency  may  appropriately  determine 
that  it  is  necessary  to  provide  for  a 
shorter  time  period.  In  accordance  with 
paragraph  12  of  DOE’s  implementing 
procedures,  DOE  Order  2030.1 
“Procedures  for  the  Development  and 
Analysis  of  Regulations,  Standards,  and 
Guidelines”  (44  FR  1032,  January  3, 
1979),  the  60-day  comment  period  has 
been  waived  by  the  Secretary  in  light  of 
the  following  public  interest 
considerations  and  short-term  statutory 
deadline. 

As  previously  discussed  in  this 
preamble,  the  objective  of  the  SPR  is  to 


provide  for  the  storage  of  substantial 
quantities  of  petroleum  in  order  to 
diminish  the  United  States’  vulnerability 
to  the  effects  of  a  severe  supply 
interruption,  including  the  danger  to 
national  security  and  the  Nation’s 
freedom  of  action  in  world  affairs. 
Acquisition  of  crude  oil  for  storage  in 
the  SPR  clearly  must  be  resumed  in 
order  to  fulfill  this  objective.  Moreover, 
Congress  has  recently  mandated  in  the 
Energy  Security  Act  that  crude  oil 
acquisition  for  the  SPR  be  immediately 
resumed  so  that  oil  is  stored  in  the  SPR 
at  a  rate  of  at  least  100,000  B/D  by 
October  1, 1980.  Considering  the 
uncertain  world  oil  market  and  the  rapid 
escalation  of  world  oil  prices,  the  use  of 
NPR  oil  to  acquire  oil-for  the  SPR 
appears  to  be  the  most  practicable  and 
expeditious  method  of  achieving  the 
SPR  objective  and  meeting  the  statutory 
deadline,  while  at  the  same  time 
avoiding  undue  pressures  on  the  world 
oil  market.  Inasmuch  as  competitively- 
conducted  exchanges  of  NPR  oil  for  oil 
to  be  delivered  to  the  SPR  may  not 
produce  satisfactory  offers  of  sufficient 
volumes  of  oil,  an  amendment  to  the 
petroleum  allocation  regulations  is 
needed  to  provide  DOE  with  the 
requisite  authority  to  require  such 
exchanges. 

Since  it  is  in  the  public  interest  to 
resume  the  filling  of  the  SPR  at  the 
earliest  possible  time  and  Congress  has 
directed  that  a  storage  rate  of  100,000  B/ 
D  be  achieved  by  October  1, 1980,  the 
Secretary  has  determined  that 
adherence  to  the  normal  60-day  public 
comment  period  would  result  in 
unacceptable  days  in  acquisition  of  oil 
for  the  SPR.  We  are,  however,  providing 
for  a  30-day  period  for  public  comment, 
which  period  is  consistent  with  the 
minimum  public  comment  period 
required  by  section  501(b)  of  the  DOE 
Act. 

The  Executive  Order  also  requires 
that  a  regulatory  analysis  be  prepared 
for  all  significant  regulations  which  are 
likely  to  have  a  major  impact.  For  the 
reasons  supporting  the  waiver  of  the  60- 
day  comment  period,  the  Secretary  has 
waived  the  requirement  for  a  regulatory 
analysis. 

(Emergency  Petroleum  Allocation  Act  of  1973, 
15  U.S.C.  §  751  et  seq.,  Pub.  L.  93-159,  as 
amended,  Pub.  L.  93-511,  Pub.  L.  94-99,  Pub, 

L.  94-133,  Pub.  L.  94-163,  and  Pub.  L.  94-385; 
Federal  Energy  aDministration  Act  of  1974, 15 
U.S.C.  §  787  et  seq.,  Pub.  L.  93-275,  as 
amended,  Pub.  L.  94-332,  Pub.  L.  94-385,  Pub. 
L.  95-70,  and  Pub.  L.  95-91;  Energy  Policy  and 
Conservation  Act,  42  U.S.C.  §  6201  et  seq., 
Pub.  L.  94-163,  as  amended,  Pub.  L.  94-385, 
and  Pub.  L.  95-70,  Pub.  L.  95-619,  and  Pub.  L. 
96-30:  Department  of  Energy  Organization 
Act,  42  U.S.C.  §  7101  et  seq.,  Pub.  L.  95-91, 
Pub.  L.  95-509,  Pub.  L.  95-619,  Pub.  L.  95-620, 
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and  Pub.  L.  95-621;  E.0. 11790,  39  FR  23185; 
E.0. 12009,  42  FR  46267) 

In  consideration  of  the  foregoing,  Part 
211  of  Chapter  II,  Title  10  of  the  Code  of 
Federal  REgulations,  is  proposed  to  be 
amended  as  set  forth  below. 

Issued  in  Washington,  D.C.,  August  8, 1980. 
Hazel  R.  Rollins, 

Administrator,  Economic  Regulatory 
Administration. 

Alternative  Proposal  No.  1:  Acquisition 
of  Crude  Oil  for  the  Strategic  Petroleum 
Reserve  By  Exchange  of  Naval 
Petroleum  Reserves  Crude  Oil  and 
Other  Means. 

§211.62  [Amended] 

1.  Section  211.62  is  amended  by 
adding  the  definitions  of  “Naval 
Petroleum  Reserves  (NPR)”  and  "NPR 
crude  oil"  in  proper  alphabetical  order 
to  read  as  follows: 

***** 

“Naval  Petroleum  Reserves  (NPR)” 
means  Naval  Petroleum  Reserve 
Number  1  (Elk  Hills),  located  in  Kern 
County,  California,  established  by 
Executive  Order  of  the  President,  dated 
September  2, 1912;  Naval  Petroleum 
Reserve  Number  2  (Buena  Vista), 
located  in  Kern  County,  California, 
established  by  Executive  Order  of  the 
President,  dated  December  13, 1912; 
Naval  Petroleum  Reserve  Number  3 
(Teapot  Dome),  located  in  Natrona 
County,  Wyoming,  established  by 
Executive  Order  of  the  President,  dated 
April  30, 1915. 

"NPR  crude  oil”  means  crude  oil 
produced  from  the  Naval  Petroleum 
Reserves. 

***** 

2.  Part  211  is  amended  by  adding  a 
new  section  211.68  to  read  as  follows: 

§  2 1 1 .68  Allocation  of  Crude  Oil  for  the 
Strategic  Petroleum  Reserve  Through 
Exchange  of  NPR  crude  oil  and  other 
means. 

(a)  Definitions.  For  purposes  of  this 
section,  the  following  definitions  apply: 

“Exchange  partner”  means  any  refiner 
that  is  a  refinerseller  as  defined  in 
§  211.62  of  this  chapter  and  any  other 
refiner  that  is  not  a  small  refiner  as 
defined  in  §  211.62  of  this  chapter. 

“Exchange  period”  means  a 
consecutive  six-month  calendar  period. 
The  first  exchange  period  shall  be 
established  by  DOE  in  the  first 
exchange  notice. 

(b)  Required  delivery  of  crude  oil  to 
the  Strategic  Petroleum  Reserve.  For  the 
purpose  of  meeting  the  storage  needs  of 
the  Strategic  Petroleum  Reserve,  DOE 
may  direct  one  or  more  exchange 
partners  to  deliver  to  the  Strategic 
Petroleum  Reserve  crude  oil  of  one  or 


more  suitable  types  in  quantities 
determined  in  accordance  with 
paragraph  (e)  of  this  section,  in 
exchange  for  NPR  crude  oil,  Provided, 
however,  That  in  lieu  of  delivering  NPR 
crude  oil  to  the  exchange  partner,  DOE 
may  compensate  any  such  partner  in 
cash  in  accordance  with  paragraph 

(c)(2)(iii)  of  this  section. 

(c)  Discharge  of  exchange/sale 
obligations.  The  DOE  may  specify  in  the 
Exchange  Notice  one  or  more  of  the 
methods  set  forth  in  paragraphs  (c)(1) 
and  (c)(2)  of  this  section  for  discharging 
exchange/sale  obligations  for  each 
exchange  period: 

(1)  Voluntary  exchange  offers. — (i) 
Submission  of  exchange  offers.  If  so 
stated  in  the  Exchange  Notice  for  any 
exchange  period,  during  the  15  days 
following  the  publication  of  the 
Exchange  Notice  any  exchange  partner 
may  submit  an  exchange  offer  to  DOE. 
Such  an  exchange  offer  shall  specify  the 
type  or  types  of  crude  oil  offered  to  be 
delivered  to  the  Strategic  Petroleum 
Reserve,  the  respective  volumes  of  each 
type  of  crude  oil  offered,  the  week  or 
weeks  during  which  such  crude  oil  is 
offerd  to  be  delivered,  the  terminal  or 
terminals  of  the  Strategic  Petroleum 
Reserve  to  which  such  crude  oil  is  to  be 
delivered,  and  the  ratio  for  determining 
the  volume  of  NPR  crude  oil  that  the 
offeror  would  receive  in  exchange. 

(ii)  Acceptance  of  exchange  offers.  At 
any  time  during  the  30  days  following 
the  publication  of  the  Exchange  Notice, 
DOE  may  accept  any  voluntary 
exchange  offer  submitted  in  accordance 
with  paragraph  (c)(l)(i)  of  this  section. 
The  exchange/sale  obligation  of  any 
exchange  partner  whose  offer  is 
accepted  by  DOE  shall  be  reduced  to  the 
extent  of  the  volume  of  oil  actually 
delivered  to  the  Strategic  Petroleum 
Reserve  pursuant  to  such  offer. 

(iii)  Voluntary  exchanges  insufficient. 
In  the  event  voluntary  exchange  offers 
of  crude  oil  of  sufficient  quality  and 
quantity  are  not  accepted  for  any 
exchange  period,  then  DOE  shall  so 
notify  the  exchange  partners  and  the 
exchange/ sale  obligations  shall  be 
discharged  in  accordance  with 
paragraph  (c)(2)  of  this  section. 

(2)  Mandatory  exchange  or  sale. — (i) 
Delivery  of  oil  to  the  Strategic 
Petroleum  Reserve.  Each  exchange 
partner  shall  deliver  to  the  Strategic 
Petroleum  Reserve  the  quantity  of  crude 
oil  equal  to  its  exchange/sale  obligation 
for  that  period;  Provided,  however,  That 
DOE  may  direct  certain  exchange 
partners  to  deliver  suitable  crude  oil  to 
the  Strategic  Petroleum  Reserve  in 
specified  quantities,  whether  such 
quantities  are  equal  to  or  more  or  less 
than  the  exchange  partner’s  exchange/ 


sale  obligation  for  that  period.  In 
directing  an  exchange  partner  to  deliver 
crude  oil  to  the  Strategic  Petroleum 
Reserve,  DOE  shall  consider  the  factors 
specified  in  paragraph  (h)(2)  of  this 
section  and  the  relative  capabilities  of 
the  exchange  partners  to  consummate 
delivery  of  the  type  of  oil  needed. 

(ii)  Direct  exchange  for  NPR  oil.  Each 
exchange  partner  making  delivery  of  oil 
to  the  Strategic  Petroleum  Reserve  under 
paragraph  (c)(2)  of  this  section  shall  be 
entitled  to  receive  at  the  lease  automatic 
custody  transfer  units  a  volume  of  NPR 
crude  oil  in  exchange  determined  by 
multiplying  the  volume  of  crude  oil 
delivered  to  the  Strategic  Petroleum 
Reserve  by  the  exchange  ratio  specified 
in  paragraph  (f)  of  this  section,  unless 
DOE  elects  to  compensate  any  such 
exchange  partner  under  paragraph 
(c)(2)(iii)  of  this  section. 

(iii)  Compensation  by  means  other 
than  direct  exchange  for  NPR  oil.  For 
any  exchange  period  DOE  may  make  a 
cash  payment  to  any  exchange  partner 
making  delivery  of  Oil  to  the  Strategic 
Petroleum  Reserve  under  paragraph 
(c)(2)(i)  of  this  section,  in  an  amount 
equal  to  the  estimated  weighted  average 
landed  cost  of  [that  exchange  partner’s] 
[all  exchange  partners’]  [imported  crude 
oil]  [domistic  crude  oil  the  first  sale  of 
which  is  exempt  from  the  provisions  of 
Part  212  of  this  Chapter]  for  the  month  in 
which  the  exchange  occurs,  such 
estimated  cost  to  be  adjusted  to  the 
actual  cost  in  the  second  month 
following  the  month  in  which  the 
exchange  occurs,  in  lieu  of  a  direct 
exchange  for  NPR  crude  oil  under 
paragraph  (c)(2)(ii)  of  this  section. 

(d)  Exchange  Notices.  Whenever  the 
DOE  determines  to  allocate  crude  oil  for 
the  Strategic  Petroleum  Reserve  under 
this  section,  the  DOE  shall  issue  an 
Exchange  Notice  at  least  20  days  prior 
to  the  beginning  of  the  exchange  period. 
The  Exchange  Notice  shall  specify  the 
total  quantity  of  crude  oil  to  be 
delivered  to  the  Strategic  Petreoleum 
Reserve;  the  relative  quantities  of  each 
type  of  crude  oil  and  the  specifications 
of  each  such  type;  the  exchange  /sale 
obligation  of  each  exchange  partner;  the 
exchange  ratio  for  NPR  crude  oil;  which 
method  or  methods  of  discharging 
exchange/sale  obligations  will  be 
required  for  that  exchange  period  under 
paragraph  (c)  of  this  section;  and  any 
other  special  terms  or  conditions 
applicable  to  exchange  transactions  for 
that  exchange  period. 

(e)  Exchange  partners’  exchange/sale 
obligations. — (1)  Total  exchange 
obligation.  The  total  exchange/sale 
obligation  for  each  exchange  period 
shall  be  that  quantity  of  crude  oil  which 
the  DOE  determines  should  be  acquired 
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for  the  Strategic  Petroleum  Reserve  for 
that  exchange  period  by  means  of  the 
regulated  exchange  or  sale  transactions 
provided  for  in  this  section.  The  total 
exchange/sale  obligation  shall  be 
published  in  the  Exchange  Notice  for 
each  exchange  period. 

(2)  Calculation  of  exchange /sale 
obligation  of  each  exchange  partner,  (i) 
The  DOE  shall  compute  an  exchange/ 
sale  obligation  for  each  exchange 
partner  for  each  exchange  period  as 
provided  in  paragraph  (e)(3)  of  this 
section. 

(ii)  With  DOE’s  approval  part  or  all  of 
any  exchange  partner's  exchange/sale 
obligation  may  be  traded  to  any  other 
firm  any  tjme  prior  to  the  beginning  of  or 
during  the  exchange  period.  Any  such 
trade,  however,  shall  not  relieve  the 
exchange  partner  of  its  obligation  in  the 
event  the  other  firm  fails  to  perform. 

(3)  Computation  of  exchange/sale 
obligation,  (i)  The  exchange  /sale 
obligation  for  each  exchange  partner 
shall  consist  of  that  exchange  partner's 
fixed  percentage  share  as  calculated 
under  paragraph  (e)(3)(ii)  of  this  section 
multiplied  by  the  total  exchange/sale 
obligation  for  all  exchange  partners. 

(ii)  An  exchange  partner's  fixed 
percentage  share  is  its  proportionate 
shre  of  the  total  runds  to  stills  of  all 
exchange  partners  reported  during  the 
period  from  August  1, 1979  through  July 
31,  1980. 

(4)  Credit  for  oil  supplied  through  non - 
regulated  exchange  or  sale.  For  each 
barrel  of  crude  oil  an  exchange  partner 
delivers  to  the  Strategic  Petroleum 
Reserve  after  July  1, 1980,  in  a  sale  or 
exchange  other  than  pursuant  to  this 
rule,  the  exhange  partner  shall  receive  a 
one-barrel  credit  against  its  excnange/ 
sale  obligation  for  the  first  or  current 
exchange  period.  Any  unused  credit 
shall  be  applied  to  the  next  exchange' 
period. 

(5)  [Alternative  1:  Carryover 
adjustments.  To  the  extent  the  volume  of 
crude  oil  actually  delivered  to  the 
Stategic  Petroleum  Reserve  by  any 
exchange  partner  in  any  exchange 
period  is  more  or  less  than  the  volume  of 
that  partner’s  exchange/sale  obligation 
for  that  period,  that  exchange  partner’s 
exchange /sale  obligation  for  the 
succeeding  exchange  period  shall  be 
increased  or  decreased.) 

[Alternative  2:  Adjustments  among 
exchange  partners.  If  any  exchange 
partner  is  directed  to  supply  crude  oil  to 
the  Strategic  Petroleum  Reserve  in  any 
exchange  period  under  paragraph 
(c)(2)(i)  of  this  section  in  an  amount  in 
excess  of  its  exchange/sale  obligation 
for  that  period  then  such  exchange 
partner  shall  be  reimbursed  in  the 
amount  of  such  excess  by  means  of 


sales  or  trades  of  crude  oil  by  those 
Exchange  partners  that  have  not  been 
directed  to  fully  satisfy  their  exchange/ 
sale  obligations  for  that  period.) 

(f)  Exchange  ratio  for  NPR  crude  oil 
defined. 

[Alternative  Proposal  1:  (1) 

Numerator.  The  numerator  of  the  ratio 
shall  be  the  estimated  weighted  average 
delivered  cost,  to  all  refiners  for  the 
month  in  which  the  NPR  crude  oil  is  to 
be  delivered  to  the  exchange  partner,  of 
all  generic  imported  crude  oils  and 
domestic  crude  oils  the  first  sale  of 
which  is  exempt  from  the  ceiling  price 
limitations  of  Part  212  of  this  chapter 
meeting  the  specifications  of  the  type  of 
crude  oil  being  delivered  to  the  Strategic 
Petroleum  Reserve,  such  estimated  cost 
to  be  adjusted  to  the  actual  cost  in  the 
second  month  following  the  month  in 
which  the  exchange  occurs. 

(2)  Denominator.  (1)  For  purposes  of 
an  exchange  of  NPR  crude  oil  from 
Reserve  Number  3  (Teapot  Dome),  the 
denominator  of  the  ratio  shall  be  the 
average  of  the  two  highest  posted  prices 
for  domestic  crude  oil  the  first  sale  of 
which  is  exempt  from  the  ceiling  price 
limitations  of  Part  212  of  this  Chapter  of 
like  quality  produced  in  the  State  of 
Wyoming. 

(ii)  For  the  purposes  of  an  exchange  of 
NPR  crude  oil  from  Reserves  Number  1 
(Elk  Hills)  or  Number  2  (Buena  Vista), 
the  denominator  of  the  ratio  shall  be  the 
average  of  the  two  highest  posted  prices 
for  domestic  crude  oil  the  first  sale  of 
which  is  exempt  from  the  ceiling  price 
limitations  of  Part  212  of  this  Chapter  of 
like  quality  produced  from  each  of  at 
least  three  fields  to  be  designated  by 
DOE. 

(iii)  The  posted  prices  used  shall  be 
those  in  effect  at  the  time  the  NPR  crude 
oil  is  to  be  delivered  to  the  exchange 
partner.  However,  if  subsequent  to  the 
delivery  of  the  NPR  crude  oil  any  price 
is  posted  having  a  retroactive  effective 
date  encompassing  the  delivery  date, 
then  the  exchange  ratio  shall  be 
adjsuted  accordingly.  No  posted  price 
shall  be  used  in  the  computation  unless 
an  actual  purchase  has  been  completed 
at  that  price.) 

[Alternative  Proposal  2:  (1)  Barrel-for- 
barrel  exchange.  Crude  oil  delivered  to 
the  Strategic  Petroleum  Reserves  shall 
be  exchanged  barrel-for-barrel  with  NPR 
crude  oil. 

(i)  An  adjustment  shall  be  made  for 
differences  in  API  gravity  between  the 
crude  oil  delivered  to  the  Strategic 
Petrolieum  Reserve  and  the  NPR  crude 
oil.  For  each  0.1  (one-tenth)  degree  API 
gravity  that  crude  delivered  to  the 
Strategic  Petroleum  Reserve  is  below  or 
above  the  API  gravity  of  the  NPR  crude 
oil  being  exchanged,  a  cash  payment 


equal  to  five  cents  per  barrel  shall  be 
made  to  or  from  the  DOE,  respectively. 

(ii)  An  adjustment  shall  be  made  for 
differences  in  sulfur  content  between 
the  crude  oil  delivered  to  the  Strategic 
petroleum  Reserve  and  the.NPR  crude 
oil.  For  each  0.1  (one-tenth)  percent 
sulfur  content  that  crude  oil  delivered  to 
the  Strategic  Petroleum  Reserve  is 
above  or  below  the  sulfur  content  of  the 
NPR  crude  oil  being  exchanged,  a  cash 
payment  equal  to  ten  cents  per  barrel 
shall  be  made  to  or  from  the  DOE, 
respectively. 

(iii)  Additional  adjustments  to  account 
for  differences  in  location  and 
transportation  of  crude  oil  delivered  to 
the  Strategic  Petroleum  Reserve  and 
NPR  crude  oil  being  exchanged  may  be 
made. 

(2)  Payment  in  kind.  The  DOE  may 
require  that  payment  for  adjustments  be 
made  in  crude  oil  of  equal  value  in  lieu 
of  cash  payments.  For  crude  oil 
payments,  the  quantity  of  crude  oil  to  be 
transferred  to  or  from  the  DOE  shall  be 
based  upon  the  total  value  of  all 
adjustments,  divided  by  the  value  of  a 
barrel  of  crude  oil  delivered  to  the 
Strategic  Petroleum  Reserve  (for 
payments  made  to  the  DOE),  or  the 
value  of  a  barrel  of  NPR  crude  oil  being 
exchanged  (for  payments  made  by  the 
DOE). 

(i)  For  purposes  of  computing  the 
value  of  crude  oil  delivered  to  the  SPR, 
the  value  shall  be  the  estimated 
weighted  average  delivered  cost,  to  all 
refiners  for  the  month  in  which  the  NPR 
crude  oil  is  to  be  delivered  to  the 
exchange  partner,  of  all  generic 
imported  crude  oils  and  domestic  crude 
oils  the  first  sale  of  which  is  exempt 
from  the  ceiling  price  limitations  of  part 
212  of  this  chapter  meeting  the 
specifications  of  the  type  of  crude  oil 
being  delivered  to  the  Strategic 
Petroleum  Reserve,  such  estimated  cost 
to  be  adjusted  to  the  actual  cost  in  the 
second  month  following  the  month  in 
which  the  exchange  occurs. 

(ii)  For  purposes  of  computing  the 
value  of  NPR  crude  oil  being  exchanged: 

(A)  For  purposes  of  an  exchange  of 
NPR  crude  oil  from  Reserve  Number  3 
(Teapot  Dome),  the  value  shall  be  the 
average  of  the  two  highest  posted  prices 
for  domestic  crude  oil  the  first  sale  of 
which  is  exempt  from  the  ceiling  price 
limitations  of  Part  212  of  this  Chapter 
from  the  ceiling  price  limitations  of  Part 
212  of  this  Chapter  of  like  quality 
produced  in  the  State  of  Wyoming. 

(B)  For  the  purposes  of  an  exchange  of 
NPR  crude  oil  from  Reserves  Number  1 
(Elk  Hills)  or  Number  2,  (Buena  Vista), 
the  value  shall  be  the  average  of  the  two 
highest  posted  prices  for  domestic  crude 
oil  the  first  sale  of  which  is  exempt  from 
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the  ceiling  price  limitations  of  Part  212 
of  this  Chapter  of  like  quality  produced 
from  each  of  at  least  three  fields  to  be 
designated  by  DOE. 

(iii)  The  posted  prices  used  shall  be 
those  in  effect  at  the  time  the  NPR  crude 
oil  is  to  be  delivered  to  the  exchange 
partner.  However,  if  subsequent  to  the 
delivery  of  the  NPR  crude  oil  any  price 
is  posted  having  a  retroactive  effective 
date  encompassing  the  delivery  date, 
then  the  exhange  ratio  shall  be  adjusted 
accordingly.  No  posted  price  shall  be 
used  in  the  computation  unless  an  actual 
purchase  has  been  completed  at  that 
price.] 

[Alternative  Propsal  3:  The  numerator 
of  the  ratio  shall  be  computed  by 
multiplying,  for  the  oil  type  delivered  to 
the  Strategic  Petroleum  Reserve,  the 
average  percentage  yield  per  volume  of 
naphtha,  distillate,  gas  oil,  and  residuum 
times  the  wholesale  price  for  each  such 
product  during  the  month  of  the  previous 
year  corresponding  to  the  month  of 
delivery.  The  denominator  of  the  ratio 
shall  be  computed  by  multiplying,  for 
the  NPR  oil  type  being  exchanged,  the 
average  percentage  yield  per  volum  of 
naphtha,  distillate,  gas  oil,  and  residuum 
ties  the  average  wholesale  price  for 
each  such  product  during  the  month  of 
the  previous  year  corresponding  to  the 
month  of  delivery.] 

(g)  Post-delivery  adjustments.  In  any 
exchange  transaction,  if,  subsequent  to 
the  time  deliveries  are  completed, 
adjustments  to  the  volumes  of  crude  oil 
received  and  delivered  by  DOE  are 
necessary  to  equalize  the  transaction, 
and  DOE  finds  it  impracticable  to 
deliver  or  receive  additional  crude  oil, 
DOE  may  provide  such  adjustments  by 
making  a  cash  payment  to  the  exchange 
partner  or  by  directing  the  exchange 
partner  to  make  a  cash  payment  to  DOE. 

(h)  Delivery  of  oil  to  the  Strategic 
Petroleum  Reserve.  (1)  When  exchange/ 
sale  obligations  are  required  to  be 
discharged  in  accordance  with 
paragraph  (c)(2)  of  this  section,  each 
exchange  partner  (unless  DOE  directs 
certain  exchange  partners  to  deliver 
schedule  to  DOE  at  the  address 
specified  in  the  Exchange  Notice  as 
soon  as  practicable,  but  no  later  than  15 
days  after  publication  of  the  Exchange 
Notice.  If,  however,  the  Exchange  Notice 
permits  the  submission  of  voluntary 
exchange  offers  for  that  exchange 
period  under  paragraph  (c)(1)  of  this 
section,  then  the  proposed  delivery 
schedule  shall  be  submitted  no  later 
than  15  days  after  DOE  has  notified  the 
exchange  partners  that  voluntary 
exchanges  are  insufficient  and  that 
exchange/sale  obligations  are  to  be 
discharged  by  means  of  mandatory 
exchange/sale  transactions,  in 


accordance  with  paragraph  (c)(2)  of  this 
section.  The  proposed  delivery  schedule 
shall  list,  for  each  proposed  delivery 
date,  the  types  of  oil  to  be  delivered,  the 
relative  volumes  of  each  oil  type,  and 
the  exchange  partner’s  preference 
regarding  the  terminal  to  which  the  oil  is 
proposed  to  be  delivered. 

(2)  DOE  shall  consider  each  proposed 
delivery  schedule  submitted  under 
paragraph  (h)(1)  of  this  section  in  the 
order  received  and  shall  notify  each 
exchange  partner  within  five  days  of 
receipt  of  the  proposed  schedule 
whether  the  proposed  schedule  has  been 
accepted  or  rejected  in  whole  or  in  part. 
All  ship  nomination  and  acceptance 
procedures  shall  be  in  accordance  with 
any  then-current  port  manual  of  the 
relevant  receiving  terminal  of  the 
Strategic  Petroleum  Reserve.  In 
determining  whether  to  accept  or  reject 
a  proposed  delivery  schedule,  DOE  shall 
consider  the  Strategic  Petroleum 
Reserve’s  dock  and  terminal  availability 
and  capacity  and  prior  delivery 
commitments.  In  its  notice  rejecting  a 
proposed  schedule  in  whole  or  in  part 
DOE  shall  explain  its  reasons  for  the 
rejection  and  may  propose  alternative 
dates,  volumes,  and/or  types  of  oil 
which  would  be  appropriate  for 
delivery.  To  account  for  daily  receipt 
capabilities  at  the  various  terminals, 

DOE  shall  in  all  cases  specify  the 
terminal  to  which  a  particular  shipment 
shall  be  delivered. 

(3)  Upon  notice  by  DOE  of  acceptance 
of  an  exchange  partner’s  delivery 
schedule,  the  exchange  partner  shall  be 
obligated  to  make  delivery  of  the  type 
and  volume  of  crude  oil  scheduled  on 
the  date  scheduled,  plus  or  minus  two 
days.  Within  five  days  of  receipt  of  a 
DOE  notice  rejecting  an  exchange 
partner’s  delivery  schedule,  the 
exchange  partner  shall  submit  an 
alternative  proposed  delivery  schedule 
to  DOE.  If  such  proposed  delivery 
schedule  is  unacceptable,  DOE  may 
specify  the  delivery  schedule. 

(4)  Each  exchange  partner  shall 
coordinate  its  deliveries  of  oil  to  the 
Strategic  Petroleum  Reserve  with  its 
receipts  from  the  NPR  in  a  manner  such 
that  at  the  end  of  the  first  90  days  of 
each  exchange  period,  and  again  at  the 
end  of  each  exchange  period,  the 
exchange  partner  has  not  received  a 
volume  of  NPR  crude  oil  that  is  greater, 
multiplied  times  the  exchange  ratio,  than 
the  volume  of  crude  oil  it  has  delivered 
to  the  Strategic  Petroleum  Reserve. 


Alternative  Proposal  No.  2: 

Amendments  to  the  Crude  Oil  Buy /Sell 
Program  to  Required  Exchange  of  Naval 
Petroleum  Reserves  Crude  Oil  for  Crude 
Oil  to  be  Stored  in  the  Strategic 
Petroleum  Reserve 

§211.62  [Amended] 

1.  Section  211.62  is  amended  by 
revising  the  definition  of  "refiner-buyer” 
and  by  adding  the  definitions  of  “Naval 
Petroleum  Reserves”  and  “NPR  crude 
oil”  in  proper  alphabetical  order  to  read 
as  follows: 

*  *  *  *  * 

“Naval  Petroleum  reserves  (NPR)” 
means  Naval  Petroleum  Reserve 
Number  1  (Elk  Hills),  located  in  Kern 
County,  California,  established  by 
Executive  Order  of  the  President,  dated 
September  2, 1912;  Naval  Petroleum 
Reseve  Number  2,  (Buena  Vista),  located 
in  Kem  County,  California,  established 
by  Executive  Order  of  the  President, 
dated  December  13, 1912;  Naval 
Petroleum  Reserve  Number  3  (Teapot 
Dome),  located  in  Natrona  County, 
Wyoming,  established  by  Executive 
Order  of  the  President,  dated  April  30, 
1915. 

“NPR  crude  oil"  means  crude  oil 
produced  from  the  Naval  Petroleum 
Reserves. 

***** 

“Refiner-buyer”  means  any  small 
refiner  which  is  determined  to  be 
eligible  for  an  allocation  of  crude  oil 
pursuant  to  §  211.65  of  this  subpart. 
Refiner-buyer  shall  also  mean  the 
United  States  Government  when  crude 
oil  is  allocated  for  the  Strategic 
Petroleum  Reserve  pursuant  to 
§  211.65(1)  of  this  subpart. 

2.  Section  211.65  is  amended  by 
adding  a  new  paragraph  (1)  to  read  as 
follows: 

§  2 1 1 .65  Method  of  allocation. 
***** 

(1)  Special  provisions  governing 
allocation  of  crude  oil  for  the  Strategic 
Petroleum  Reserve  and  exchanges  of 
NPR  crude  oil. — 

(1)  Provisions  applicable  to 
allocations  of  oil  for  the  Stategic 
Petroleum  Reserve.  Except  as  otherwise 
provided  in  this  paragraph  (1),  only  the 
provisons  of  paragraphs  (e)  through  (h), 

(i)(2)  through  i(5),  and  (j)(3)  of  this 
section  shall  apply  to  the  allocation  of 
crude  oil  for  the  Strategic  Petroleum 
Reserve. 

(2)  Allocation  of  crude  oil  for  the 
Strategic  Petroleum  Reserve.  For  any 
allocation  period  the  Strategic 
Petroleum  Reserve  may  be  assigned  an 
allocation  of  suitable  grade  and  quality 
crude  oil  in  such  quantities  as  DOE 
determines  should  be  acquired  for 
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storage  in  the  Strategic  Petroleum 
Reserve  for  that  allocation  period  by 
means  of  the  regulated  exchange  or  sale 
transactions  provided  for  in  this  section. 

(3)  Buy /Sell  notice.  The  buy/sell 
notice  specified  in  paragraph  (g)  of  this 
section  shall  also  specify  the  relative 
volumes  of  crude  oil  allocated  to  the 
Strategic  Petroleum  Reserve  for  which 
DOE  will  compensate  refiner-sellers  by 
cash  payments  in  accordance  with 
paragraph  (i)[4)  of  this  section  and  by 
exchange  of  NPR  oil;  the  relative 
quantities  of  each  type  of  crude  oil  to  be 
delivered  to  the  Strategic  Petroleum 
Reserve  and  the  specifications  of  each 
such  type;  the  exchange  ratio  for  NPR 
crude  oil  applicable  to  directed 
deliveries;  and  any  other  special  terms 
or  conditions  applicable  to  sale  or 
exchange  transactions  with  the  Strategic 
Petroleum  Reserve  for  that  allocation 
period. 

(4)  Discharge  of  allocation  obligations 
to  the  Strategic  Petroleum  Reserve  and 
method  of  payment — (i)  Negotiated 
transactions.  In  negotiated  transactions 
specified  in  paragraph  (g)(1)  of  this 
section,  DOE  may  compensate  any 
refiner-seller  who  delivers  oil  to  the 
Strategic  Petroleum  Reserve  by  means 
of  a  negotiated  exchange  of  NPR  oil,  in 
lieu  of  cash  payment  as  provided  in 
paragraph  (i)(4)  of  this  section. 

(ii)  Directed  transactions.  Each 
refiner-seller  directed  to  deliver  oil  to 
the  Strategic  Petroleum  Reserve  under 
paragraph  (j)(3)  of  this  section  that  is  not 
compensated  in  cash  under  paragraph 

(i)(4)  of  this  section  shall  receive  a 
volume  of  NPR  crude  oil  in  exchange 
determined  by  multiplying  the  volume  of 
crude  oil  delivered  to  the  Strategic 
Petroleum  Reserve  by  the  exchange 
ratio  provided  in  paragraph  (1){5)  of  this 
section. 

(iii)  Credit  for  oil  supplied  through 
competitive  exchange  or  sale.  Any 
refiner-seller  which  delivers  crude  oil  to 
the  Strategic  Petroleum  Reserve  after 
July  1, 1980,  in  a  sale  or  exchange  other 
than  pursuant  to  this  rule,  shall  receive  a 
barrel-for-barrel  credit  against  its  total 
allocation  obligation  for  the  first  or 
current  allocation  period  in  which  crude 
oil  is  allocated  to  the  Strategic 
Petroleum  Reserve.  Any  unused  credit 
shall  be  applied  against  the  allocation 
obligation  in  the  next  allocation  period 
in  which  crude  oil  is  allocated  to  the 
Strategic  Petroleum  Reserve. 

(5)  Exchange  ratio  for  NPR  crude  oil 
defined. 

[Alternative  Proposal  1:  (A) 
Numerator.  The  numerator  of  the  ratio 
shall  be  the  estimated  weighted  average 
delivered  cost,  to  all  refiners  for  the 
month  in  which  the  NPR  crude  oil  is  to 
be  delivered  to  the  refiner-seller,  of  all 


genceric  imported  crude  oils  and 
domestic  crude  oils  the  first  sale  of 
which  is  exempt  from  the  ceiling  price 
limitations  of  Part  212  of  this  chapter 
meeting  the  specifications  of  the  type  of 
crude  oil  being  delivered  to  the  Strategic 
Petroleum  Reserve.  In  the  second  month 
following  the  month  in  which  the 
exchange  occurs,  such  estimated  costs 
shall  be  adjusted  to  the  actual  costs. 

(B)  Denominator.  (1)  For  purposes  of 
an  exchange  of  NPR  crude  oil  from 
Reserve  Number  3  (Teapot  Dome),  the 
denominator  of  the  ratio  shall  be  the 
average  of  the  two  highest  posted  prices 
for  domestic  crude  oil  the  first  sale  of 
which  is  exempt  from  the  ceiling  price 
limitations  of  Part  212  of  this  chapter  of 
like  quality  produced  in  the  State  of 
Wyoming. 

(2)  For  the  purposes  of  an  exchange  of 
NPR  crude  oil  from  Reserves  Number  1 
(Elk  Hills)  or  Number  2  (Buena  Vista), 
the  denominator  of  the  ratio  shall  be  the 
average  of  the  two  highest  posted  prices 
for  domestic  crude  oil  the  first  sale  of 
which  is  exempt  from  the  ceiling  price 
limitations  of  Part  212  of  this  chapter  of 
like  quality  produced  from  each  of  at 
least  three  fields  to  be  designated  by 
DOE. 

(5)  The  posted  prices  used  shall  be 
those  in  effect  at  the  time  the  NPR  crude 
oil  is  to  be  delivered  to  the  refiner-seller. 
However,  if  subsequent  to  the  delivery 
of  the  NPR  crude  oil  any  price  is  posted 
having  a  retroactive  effective  date 
encompassing  the  delivery  date,  then 
the  computation  of  the  exchange  ratio 
shall  be  adjusted  accordingly.  No  posted 
price  shall  be  used  in  the  computation 
unless  an  actual  purchase  has  been 
completed  at  that  price.) 

[Alternative  Proposal  2:  (A)  Barrel- 
for-barrel  exchange.  Crude  oil  delivered 
to  the  Strategic  Petroleum  Reserve  shall 
be  exchanged  barrel-for-barrel  with  NPR 
crude  oil. 

( 1 )  An  adjustment  shall  be  made  for 
differences  in  API  gravity  between  the 
crude  oil  delivered  to  the  Strategic 
Petroleum  Reserve  and  the  NPR  crude 
oil.  For  each  0.1  (one-tenth)  degree  API 
gravity  that  crude  oil  delivered  to  the 
Strategic  Petroleum  Reserve  is  below  or 
above  the  API  gravity  of  the  NPR  crude 
oil  being  exchanged,  a  cash  payment 
equal  to  five  cents  per  barrel  shall  be 
made  to  or  from  the  DOE,  respectively. 

( 2 )  An  adjustment  shall  be  made  for 
differences  in  sulfur  content  between 
the  crude  oil  delivered  to  the  Strategic 
Petroleum  Reserve  and  the  NPR  crude 
oil.  For  each  0.1  (one-tenth)  percent 
sulfur  content  that  crude  oil  delivered  to 
the  Strategic  Petroleum  Reserve  is 
above  or  below  the  sulfur  content  of  the 
NPR  crude  oil  being  exchanged,  a  cash 
payment  equal  to  ten  cents  per  barrel 


shall  be  made  to  or  from  the  DOE, 
respectively. 

(3)  Additional  adjustments  to  account 
for  differences  in  location  and 
transportation  of  crude  oil  delivered  to 
the  Strategic  Petroleum  Reserve  and 
NPR  crude  oil  being  exchanged  may  be 
made. 

(B)  Payment  in  kind.  The  DOE  may 
require  that  payment  for  adjustments  be 
made  in  crude  oil  of  equal  value  in  lieu 
of  cash  payments.  For  crude  oil 
payments,  the  quantity  of  crude  oil  to  be 
transferred  to  or  from  the  DOE  shall  be 
based  upon  the  total  value  of  all 
adjustments,  divided  by  the  value  of  a 
barrel  of  crude  oil  delivered  to  the 
Strategic  Petroleum  Reserve  (for 
payments  made  to  the  DOE,  or  the  value 
of  a  barrel  of  NPR  crude  oil  being 
exchanged  for  payments  made  by  the 
DOE). 

(?)  For  purposes  of  computing  the 
value  of  crude  oil  delivered  to  the 
Strategic  Petroleum  Reserve.  The  value 
shall  be  the  estimated  weighted  average 
delivered  cost,  to  all  refiners  for  the 
month  in  which  the  NPR  crude  oil  is  to 
be  delivered  to  the  refiner-seller,  of  all 
generic  imported  crude  oils  and 
domestic  crude  oils  the  first  sale  of 
which  is  exempt  from  the  ceiling  price 
limitations  of  Part  212  of  this  chapter 
meeting  the  specifications  of  the  type  of 
crude  oil  being  delivered  to  the  Strategic 
Petroleum  Reserve,  such  estimated  cost 
to  be  adjusted  to  the  actual  cost  in  the 
second  month  following  the  month  in 
which  the  exchange  occurs. 

( 2 )  For  purposes  of  computing  the 
value  of  NPR  crude  oil  being  exchanges: 

(/)  For  purposes  of  an  exchange  of 
NPR  crude  oil  from  Reserve  Number  3 
(Teapot  Dome),  the  value  shall  be  the 
average  of  the  two  highest  posted  prices 
for  domestic  crude  oil  the  first  sale  of 
which  is  exempt  from  the  ceiling  price 
limitations  of  Part  212  of  this  Chapter  of 
like  quality  produced  in  the  State  of 
Wyoming. 

(ii)  For  the  purposes  of  an  exchange  of 
NPR  crude  from  Reserve  Number  1  (Elk 
Hills)  or  Number  2  (Buena  Vista),  the 
value  shall  be  the  average  of  the  two 
highest  posted  prices  for  domestic  crude 
oil  the  first  sale  of  which  is  exempt  from 
the  ceiling  price  limitations  of  Part  212 
of  this  Chapter  of  like  quality  produced 
from  each  of  at  least  three  fields  to  be 
designated  by  DOE. 

(3)  The  posted  prices  used  shall  be 
those  in  effect  at  the  time  the  NPR  crude 
oil  is  to  be  delivered  to  the  refiner-seller. 
However,  if  subsequent  to  the  delivery 
of  the  NPR  crude  oil  any  price  is  posted 
having  a  retroactive  effective  date 
encompassing  the  delivery  date,  then 
the  exchange  ratio  shall  be  adjusted 
accordingly.  [No  posted  price  shall  be 
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second  month  prior  to  the  period  for 
which  an  allocation  is  sought;  and  (5) 
the  refiner  cannot  reasonably  be 
expected  to  replace  its  lost  supplies 
through  its  own  efforts. 

(B)  Allocation.  In  the  event  ERA 
determines  that  a  small  refiner  is 
eligible  for  a  special  allocation  with 
respect  to  one  or  more  of  its  refineries, 
ERA  may  assign  a  maximum  allocation 
for  the  eligible  refinery  or  refineries  for 
one  or  more  months  equal  to  the  volume 
of  NPR  crude  oil  which  has  been  lost  for 
that  period,  except  that  no  small  refiner 
may  receive  a  special  allocation  of 
crude  oil  for  any  of  its  refineries  for 
more  than  two  allocation  periods. 
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Additional  Proposal:  Amendments  to 
the  Crude  Oil  Buy /Sell  Program  To 
Provide  for  a  Special  Allocation  of 
Crude  Oil  to  Refiners  Experiencing  a 
Loss  of  NPR  Crude  Oil 

Section  21.65  is  amended  by  adding  a 
new  subsection  (iv)  to  paragraph  (c)(2) 
to  read  as  follows: 

§  21 1.65  Method  of  allocation. 

(c)  Review  of  eligibility  for 
allocations,  adjustments  to  purchase 
opportunities,  and  emergency 
allocations. 

(2)  Emergency  allocations,  (i)  *  *  * 

(iv)  Special  allocation  due  to  loss  of 
supply  of  NPR  crude  oil. — (A) 

Eligibility.  Any  small  refiner  may  apply 
to  ERA  for  a  special  allocation  of  crude 
oil  with  respect  to  one  or  more  of  its 
refineries  if:  (1)  the  refiner  has 
processed  in  the  refinery  for  which  an 
allocation  is  sought  a  volume  of  NPR 
crude  oil  in  excess  of  five  percent  of 
such  refinery’s  crude  oil  runs  to  stills 
during  the  allocation  period  prior  to  the 
period  for  which  an  allocation  is  sought: 
[2]  the  refinery  has  incurred  or  will 
incur,  during  the  period  for  which  an 
allocation  is  sought,  at  least  a  fifty 
percent  loss  of  its  supply  of  NPR  crude 
oil  for  such  refinery  due  to  the  exchange 
of  such  NPR  oil  for  oil  delivered  to  the 
Strategic  Petroleum  Reserve;  (3)  the 
refiner  has  exhausted  any  opportunity  to 
obtain  NPR  crude  oil  under  10  U.S.C. 
7430(d),  during  the  period  for  which  an 
allocation  is  sought;  ( 4 )  the  refinery  as  a 
result  of  the  loss  of  its  supply  of  NPR 
crude  oil  projects  that  the  crude  oil  runs 
to  stills  for  such  refinery  during  the 
period  for  which  an  allocation  is  sought 
will  be  less  than  the  national  utilization 
rate  (as  used  in  paragraph  (c)(2)(iii)  of 
this  section)  for  all  refiners  during  the 


used  in  the  computation  unless  an  actual 
purchase  has  been  completed  at  thpt 
price.] 

[Alternative  Proposal  3:  The 
Numerator  of  the  ratio  shall  be 
computed  by  multiplying,  for  the  crude 
oil  type  delivered  to  the  Strategic 
Petroleum  Reserve,  the  average 
percentage  yield  per  volume  of  naphtha, 
distillate,  gas  oil,  and  residuum  times 
the  wholesale  price  for  each  such 
product  during  the  month  of  the  previous 
year  corresponding  to  the  month  of 
delivery.  The  denominator  of  the  ratio 
shall  be  computed  by  multiplying,  for 
the  NPR  crude  oil  type  being  exchanged, 
the  average  percentage  yield  per  volume 
of  naphtha,  distillate,  gas  oil,  and 
residuum  times  the  average  wholesale 
price  for  each  such  product  during  the 
month  of  the  previous  year 
corresponding  to  the  month  of  delivery.) 


